

<TToT 5TT^ ST9TT€?T 3R>TCift jjlj 

Lai Bahadur Shastri Academy fft 

of Administration ay 

n* S 

MUSSOORIE ?4 

S?5RrrcPT jj[ 

library $ 

awpn **" <> S.QC £ 

Accession No . MJnXX*?. . *E 

*T>T *T*?TT ^ Sf 

Class No .33.&'..lj*. $C 

3*^ ft^T 2 

Book No . SldS. . g 


fic 

332.12 








The implementation of the Five- 
Year Plans brought about revolu¬ 
tionary changes in the pattern of 
banking in India and the emphasis 
which was tifl then on advances against 
agricultural produce gradually, shifted 
to advances against industrial raw 
materials and their processing. A 
revision of the book had therefore 
become imperative. 

The impact of Selective Credit 
Controls and restrictions on move¬ 
ments of food-grains and the conse¬ 
quent reduction in banker’s advances 
against produce has been spot-lighted ; 
the drastic reduction in imports and 
the consequent change in the pattern 
of advances to indigenous industry 
have been discussed in some detail. 
The coming into prominence of ware¬ 
houses and the rapid growth of road 
and air transport and the problems 
relating to documents of title to such 
goods that have come into vogue as 
a result’ thereof have been dealt with. 



What they said about 
Second Edition 

" The book is perhaps the only 
authoritative volume available hitherto 
on this branch of Banking in India.” 

— Orient Illustrated Weekly. 

“ The writing is clear, concise, and 
systematic and no other book written 
in India appears to have dealt with 
the subject ; certainly none so well.” 

—r- The Statesman. 

Likely to stimulate thought regard¬ 
ing further development of banking in 
rural areas.” 

— Free Press Journal. 

“ Will serve a very useful purpose 
for those engaged in the banking busi¬ 
ness . . . We recommend the book 
to every practical banker and to all 
students of banking.” 

— Investment & Finance. 

“A very practical and comprehen¬ 
sive work on banker’s advances against 
goods . . . the book will well repay 
study by bank officials . . . The 
style of the book is on the whole, 
simple and clear, and unlike some 
banking text-books, it provides pleas¬ 
ing and effortless reading, but the 
book’s chief attribute is the compre¬ 
hensive information it provides for 
reference . . . very refreshing to have 
at hand at all times ... a book which 
will provide ... a profitable source of 
reference on many varied points.” 

—- Journal of the Indian 

Institute of Bankers. 
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FOREWORD 


I have much pleasure in writing a foreword to this, the third 
edition of Mr. Sastri’s book, “ Bankers’ Advances against 
Goods ”. 

I had an exceptional opportunity, during my tenure of office 
as Governor of the Reserve Bank of India between 1957 and 
1962, to watch the functioning of Indian Commercial Banks. 
While it is impossible to say that they did not commit mistakes 
— and I doubt if they themselves will make such a claim — I 
was gratified to observe that they showed adaptability and quick¬ 
ness in response to the fast changing economic developments in 
the country. This is well illustrated in Mr. Sastri’s book in the 
matter of advances against goods. 

Mr. Sastri has had a fund of commercial banking experience 
and utilised it well in this presentation which is lucid and well 
written. 


Madras, 

11th September, 1967. 


H. V. R. 1ENGAR 




PREFACE TO THE THIRD EDITION 

Within a few years of the publication of the Second Edition 
of this book, I had to think of bringing out a revised edition 
because of the rapid changes that came out in the country as a 
result of India attaining Independence. I could not however lind 
the time or the leisure for a work of that nature. The subsequent 
implementation of the Five-Year Plans brought about revolu¬ 
tionary changes in the pattern of banking in India and the 
emphasis which was till then on advances against agricultural 
produce gradually shifted to advances against industrial raw 
materials and their processing. A revision of the book had 
therefore become imperative. My publishers and several banking 
friends, especially those concerned with Staff Training Colleges, 
began pressing me to bring out an up-to-date and enlarged 
edition. However, as I was in active service as the Chief Agent 
of the Madras Group of Branches of the Central Bank of India 
Ltd., I could not spare the required time. I retired from the 
service in November 1965 and, immediately thereafter, took up 
this work. 

The original framework of the book has been maintained ; 
only a few changes have been made wherever found necessary 
and two chapters have been added. The chapter on the Law 
relating to Advances against Goods has been brought up to date 
in the light of recent court decisions ; the impact of Selective 
Credit Controls and restrictions on movement of food-grains and 
the consequent reduction in banker’s advances against produce 
has been spot-lighted ; the drastic reduction in imports and the 
consequent change in the pattern of advances to indigenous 
industry have been discussed in some detail. The coming into 
prominence of warehouses and the rapid growth of road and 
air transport and the problems relating to documents of title to 
such goods that have come into vogue as a result thereof have 
been dealt with. Industrial Finance has gained importance and 
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a technique specially suited for the purpose is being evolved. It 
would however take some time before the technique could be 
standardised. I have therefore added one chapter dealing with 
this subject and have also made a brief reference to the industrial 
raw materials against which banks are now advancing. I have thus 
contented myself with bringing the book up-to-date in the light 
of changes that have come about in the country since 1946 when 
the Second Edition of this book was published and have every 
hope that it will satisfy the needs of the reading public. 

1 must in this connection express my sincere thanks to my 
young friend Mr. G. S. Loganathan, m.a., c.a.i.i.b., Agent, Central 
Bank of India Ltd., Addison Buildings Branch, Madras for the 
great help he has rendered me in revising this book. 

D. S. SASTRI 


Madras-17, 

2nd October, 1967. 
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CHAPTER I 


INTRODUCTION 

Advances against goods were not looked upon with favour by 
bankers in the early days of joint stock banking. Even eminent 
authorities like Gilbert and Hutchinson were emphatic in their 
condemnation of such advances and this view prevailed for a 
considerable time. With the development of the banking habit 
and with the growth of deposits of joint stock banks, it became 
necessary for bankers to explore new avenues of investments ; 
and advances against goods offered a wide scope for develop¬ 
ment. Opinion, therefore, gradually changed as it came to be 
realised from experience that though this type of business required 
considerable knowledge of a specialised nature, both as regards 
the goods acceptable as security as well as the law relating 
thereto, such advances could be made without undue risk and 
with profit both to the banker and to the borrower. A later 
writer, Sir John Paget, who even today is looked upon as an 
authority on banking, advocated advances against goods and 
postulated the law and practice relating thereto. Since then, this 
type of business has become so common that it forms today an 
important portfolio of advances in commercial banking. 

The methods of advancing against goods vary according to 
the conditions prevailing in different countries. In the United 
Kingdom, which is an essentially manufacturing country depend¬ 
ing on other countries for raw materials, advances are made 
mainly against documents of title to goods representing raw 
materials imported from abroad, whether in transit or under 
storage in warehouses. The law has therefore been adapted to 
suit the requirements of this type of business. In the United 
States of America, agriculture having a very important place in 
their national economy, a special type of financing has been 
developed to facilitate the growth and movement of crops. Banks 
advance against bills drawn on the security of produce stored 
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in grain elevators and in warehouses, and such bills have been 
given statutory recognition for purposes of rediscounting with 
the Federal Reserve Bank. 

India is predominantly an agricultural country, and so the 
bulk of the commodities which form the security for bankers ’ 
advances are grown and are processed in the country itself. The 
import of raw materials, as compared with manufactured goods, 
is only a small fraction of the total imports. Licensed warehouses 
are few and as such, documents of title to goods under storage 
are scarce. Banks in India are therefore obliged to take actual 
delivery of the goods offered as security. They have, over 
a period of half a century, evolved a system of taking actual 
or constructive possession of the goods, and though much money 
has been lost in the evolution of a satisfactory system, infinitely 
more has been made ultimately, and, with the accumulated expe¬ 
rience of such advances, banks in India have taken to this line 
of business to an ever-increasing extent. 

Within recent times, the need for organised warehouses has 
been felt and, as private enterprise has been found wanting, the 
government have taken up the task of constructing warehouses 
in important places and managing them under the Warehousing 
Corporations Act, 1962 and a number of State Warehousing 
Acts. Steps are being taken to popularise these warehouses by 
offering attractive terms for storage. In particular, goods stored 
in warehouses are exempt from governmental restrictions in 
regard to hoarding and banks are allowed to advance against 
such goods without the restrictions relating to selective credit 
controls. It will however take a long time before warehouses 
could become popular and be used mainly by agriculturists and 
traders. 

The inherent defects which goods have as security are many 
and varied. Storage is by far the most serious problem, more 
particularly in a predominantly agricultural country like India 
where licensed warehouses are few or where grain elevators are 
practically non-existent and consequently produce is stored in 
villages and in marketing places, in pits and in godowns, loose 
and in bags. Verification and valuation of stocks is therefore 
difficult and leaves much room for manipulations on the part of 
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unscrupulous borrowers. The banker is obliged to take delivery 
of the goods from the borrower and safeguard them against all 
contingencies such as deterioration in quantity and quality, theft, 
fire and the like. Produce is not standardised or graded, the 
markets are not organised, and there is a good deal of diversity 
in weights and measures and in units of sale. These defects are 
now being sought to be remedied by government but it takes a 
long time for people to get accustomed to standardisation and 
grading and to new weights and measures. It is therefore difficult 
to ascertain the exact market value or to realise bank’s dues in 
the event of a forced sale. There is of course the usual difficulty 
of holding goods for an indefinitely long time because of their 
liability to gradual deterioration and the accumulation of charges 
such as godown rent, fire insurance premia and other incidental 
expenses. There is also the difficulty of transport. By reason 
of their bulk, goods cannot ordinarily be sent to distant places 
in case of a forced sale as it would entail heavy charges such as 
baling, forwarding, freight, etc., besides several losses during 
transit which add to the burden of the advance. Commodity 
prices depend not merely on demand and supply but on transport 
and marketing facilities. The scope for advances against goods 
is therefore strictly limited to a small area as the banker has 
direct custody of stocks. His area of operation consequently 
gets confined to an extent where he could exercise effective 
control and supervision at all material times. There is an infinite 
variety of goods and as no two specimens of the same commodity 
are exactly similar as in the case of say, two shares of a limited 
company, no amount of care or vigilance will enable the banker 
to steer clear of troubles and difficulties. 

In spite of these inherent defects, banks in India have 
managed to make a profitable and ever-increasing business out 
of their advances against goods, and so a study of the manner 
in which they have, and even now are, overcoming their difficulties 
forms a fascinating study. The law relating to these advances is 
naturally the first thing to know fully before handling this type 
of business and so the various legal terms in use have been 
defined and the different types of borrowers that banks entertain 
have been considered at some length in the very beginning of 
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this book. For this purpose the relevant provisions in the various 
Acts of Legislature have been explained. As this book deals 
not only with goods but also with documents of title to goods, 
the main distinction between these documents and negotiable 
instruments has been clearly brought out. 

Till recently agricultural produce used to form the bulk of 
goods under pledge and under hypothecation. Of late, however, 
bank advances to industry have increased phenomenally. The pro¬ 
cedure relating to advances against produce and industrial raw 
materials has been explained in detail so as to help the young 
bank official to know the several intricacies involved in such 
advances, and an attempt has also been made to take the reader 
through the various clauses of letters of pledge and hypotheca¬ 
tion so that he can have a clear idea of the exact relationship 
between the banker and the borrower. 

Manufactured goods present problems which are to a large 
extent different from those relating to agricultural produce. In 
the case of the former, the goods move from cities and seaports 
to towns and villages while it is just the reverse in the case of 
produce. The chief difficulty with manufactured goods is their 
marketability, while with produce it is storage and verification 
of stocks. The problems thus being essentially different they 
have been dealt with in detail in a separate chapter. 

Bank advances to industry being considerable in recent 
times and as they cover new ground, a separate chapter has been 
devoted for dealing with that subject in detail. 

Documents of title to goods present entirely different pro¬ 
blems. The main difficulty is not so much about the goods 
themselves as about the documents of title to them. There are 
several such instruments, and being only quasi-negotiable, they 
are liable to be mistaken for fully negotiable instruments. The 
distinction between the two has therefore been clearly brought 
out and the manner in which advances are made by banks against 
the security of such documents has been discussed at some length. 

Since 1947 when India attained Independence, the country’s 
economy has undergone a radical change in that instead of an 
export-import economy, a dynamic attempt at self-sufficiency is 
being made. Export promotion with a view to earning valuable 
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foreign exchange is assuming vital importance in the country’s 
economy. All banks are financing these exports in a big way 
and so this subject has been dealt with in a separate chapter. 

The difficulties of the banker do not end with advancing 
moneys against goods. That is only the beginning. He has to 
safeguard the security by having an effective custody or control 
over them, inspecting the stocks, verifying prices, checking up 
margins, and in case of necessity, enforcing the security. Insuring 
the goods against the risk of fire, strikes, riot and civil commotion, 
etc., and watching the interests of all the parties concerned is 
another important aspect in safeguarding the security, and as it 
is a complicated matter, a separate chapter has been devoted to 
that subject. 

While all that is said above relates to the legal and proce¬ 
dural details, what really matters in these advances is the goods 
themselves which form the main security for banks, and so some 
of the important commodities which banks generally accept as 
security have been specially dealt with. The information given 
in each case is not exhaustive or complete but enough has been 
stated to form the basis of further study. 

More than in any other kind of advances, in the case of 
advances against goods, the character and integrity of the 
borrower are of the utmost importance, and constitute the greatest 
asset from a banker’s point of view. Strangely enough, this 
fundamental principle is often overlooked and it is tacitly 
assumed that advances being secured by goods, there is no need 
to look into the character and the credit-worthiness of the bor¬ 
rower. Human nature being what it is, some borrowers do not 
hesitate to abuse the trust placed in them, as goods offer a wide 
scope for manipulations and fraud. It is therefore needless to state 
that considerable knowledge and experience of a specialised nature 
is required for handling this type of business. The books written so 
far on Banking in India could not pay much attention to bankers’ 
advances against goods, as they had to cover a wide field. The 
student of banking or the junior bank official has no book of 
reference which deals with this type of advances in detail and in 
a comprehensive manner. It is expected that this book will serve 
as a useful guide to the various problems that are likely to come 
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up from time to time. With this aim in view, this work has 
been undertaken, and is a plea to justify an addition to the 
several excellent books already written by eminent authors on 
bunking as a whole. It is hoped that it will be read with interest, 
both by the student of ban king and by the bank official, since 
in the words of Steele: “An acquaintance with the mere 
procedure involved is in itself an education.” 



CHAPTER II 


THE LAW RELATING THERETO 

“ Goods ” as defined in the Indian Sale of Goods Act 1930, 
means “ every kind of movable property other than actionable 
claims and money, and includes stocks and shares, growing crops, 
grass and things attached to or forming part of land which are 
agreed, to be severed before sale, or under the contract of sale ”, 
Terms like Produce, Commodities and Merchandise are frequently 
used as synonymous with goods. “ Produce ” strictly speaking 
means agricultural or natural products and does not include 
manufactured goods. “ Commodity ” is a comprehensive term 
indicating “ any of the kinds of thing that meet needs or are 
wanted or can be traded in, as “ for example, butter, clothes, 
land, etc.” and also intangible things like health, and skill, 
which are of no interest to bankers. The term “ Merchandise ” 
applies to mercantile commodities or goods meant for sale but 
does not include things which are not meant for sale but 
have a market value acceptable to banks as adequate security. 
The term “ goods ” is a comprehensive expression and is used 
in this book as including produce, commodity and merchandise 
as above explained. At the same time, certain types of movable 
property of importance to bankers, like stocks and shares, 
growing crops, etc. are not dealt with in this book as being 
outside the scope set for it. 

Goods are converted into security for bankers’ advances in 
different ways, denoting different kinds of interest. A pledge or 
hypothecation is the usual mode of securing the advances but 
terms like assignment, mortgage or lien are also used in common 
parlance as synonymous though they have distinct legal conno¬ 
tations. 

In an assignment or mortgage there is a transfer of the 
whole legal interest in the property to the banker though by 
virtue of the agreement between the parties, the borrower who 
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assigns or mortgages, retains his right to redeem, that is, the 
right to take back the property when the debt is repaid. For 
example, in an assignment of an insurance policy to a bank as 
security for an advance, the Bank is under an obligation to re¬ 
assign the policy to the borrower on repayment. So long as the 
assignment subsists, no right to the property remains in the 
assignor. What he possesses is only the equity of redemption ; 
the right to take the property back when the debt is repaid. 

A mortgage of personal chattels is essentially different from 
a pledge or pawn under which money is advanced upon the 
security of the chattels delivered into the possession of the lender, 
such delivery of possession being an essential element of the 
latter transaction. 

“ Lien is the right which a person has, to retain that which 
is in his possession belonging to another until certain demands 
on the latter by the person in possession are satisfied” (Ham¬ 
monds vs. Barclay, 1802. 2 East 227). A particular lien is the 
right to retain possession of his debtor’s property until the debt 
giving rise to the particular transaction has been satisfied. If 
you give a cloth to a tailor, the tailor has a particular lien 
on the article in his hands for work done by him. A general 
lien is the right to retain the property of another person not only 
in respect of specific charges but for a general balance of account. 
Possession is essential to the existence of a particular or general 
lien. According to Section 171 of the Indian Contract Act 
“ Bankers, factors, wharfingers, attorneys of a High Court and 
Policy Brokers may, in the absence of a contract to the contrary, 
retain as security for a general balance of account, any goods 
bailed to them ; but no other persons have a right to retain, as 
security for such a balance, goods bailed to them unless there is 
an express contract to that effect.” It would seem that the lien 
does not extend to securities or other valuable property deposited 
with a banker merely for safe custody or for a special purpose, 
since in those cases the limited or special purpose must be 
deemed to imply a “ contract to the contrary ” within the mean¬ 
ing of Section 171 of the Contract Act. A Banker’s lien, when 
it is not excluded by a special contract, express or implied, 
extends to all bills, cheques and money entrusted or paid to him, 
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and all securities deposited with him in his character as a 
banker. The lien is not prejudiced by any defect in the cus¬ 
tomer’s title nor by equities of third persons, provided the banker 
acts honestly and without notice of such defects or equities^ No 
Hen exists where advances are made after notice of a defect in 
the customer’s title or after notice of an assignment of the 
moneys or securities of the borrower in the banker’s hands. A 
banker’s lien can attach to money so long as it remains an ear¬ 
marked sum but there is no lien where money is paid into the 
current account of the customer making the payment since in 
such a case there is no bailment and the funds in general deposits 
constitute the property of the banker and correctly speaking the 
banker has in this last instance only a right of set off against 
such funds of the customer with him in general deposit. 

Although the class of securities which are subject to the 
banker’s lien has not been clearly defined, it may be said to 
extend to all kinds of property like stocks, goods, bullion, docu¬ 
ments of title to goods and to the immovable property of the 
customer which have come into his hands in his capacity as 
banker. The securities are not limited to negotiable instruments 
whether belonging to the customer or not, provided that in the 
latter case the banker has received them in good faith. 

The lien discussed above is generally a possessory lien. 
But there are two other types, equitable lien, and maritime lien, 
which are non-possessory. The equitable lien is the “ right to 
have a specific portion of property dealt with in a particular way 
for the satisfaction of specific claims For instance, when 
goods are under pledge and delivered under a Trust letter an 
equitable lien attaches to the goods if they are identifiable and can 
be followed. The unpaid vendor’s lien for sale proceeds is another 
instance of equitable lien. A maritime lien is a privileged claim 
upon a thing in respect of services rendered to it or injury caused 
by it in connection with some maritime adventure, which claim 
must be carried into effect by legal process in the Admiralty 
Court. In this case the lien exists though there is no possession. 
Examples of such lien are salvage claims, seamen’s wages, 
collision claims and bottomry bonds. 

The bailment of goods as security for payment of a debt 
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or performance of a promise is called a pledge. The bailor is 
in this case called the “pawnor” and the bailee is called the 
“pawnee” (Sec. 172 of the Indian Contract Act). While an 
assignment or mortgage conveys the whole interest in the 
property to the creditor, a pledge or pawn conveys only a special 
property, leaving the general property in the goods in the pledgor 
or pawnor. The pledgee or pawnee, not being the legal owner, 
never has the absolute ownership of the goods and is not entitled 
to foreclosure. The pledgee has only the special property or 
right of holding the goods until repayment of his debt, coupled 
with a power of selling and transferring them to a purchaser on 
default of payment at the stipulated time or at a reasonable time 
after demand and subject to the liability to account for the surplus 
proceeds if any to the pledgor. So long as the pledgee does not 
exercise this power, the general ownership of the goods pledged 
continues in the pledgor, with his right to redeem within a period 
of three years from the date of refusal after demand (Art. 70 
of the Limitation Act, 1963). 

From the above discussion it will be seen that the banker 
has three kinds of security. The first is a simple lien, the second 
an assignment or mortgage passing the property out and out, 
and the third, a security intermediate between a lien and mort¬ 
gage or assignment, viz., a pledge, whereby goods are deposited 
as security for a debt, with the right to the property still vesting 
in the pledgee so far as is necessary to secure the debt. 

The delivery of goods pledged may be made actually or 
constructively. Constructive delivery will be complete where, if 
the goods are of bulk, the key of the godown holding the goods 
is made over to the pledgee, or if the goods are at sea, the bill 
of lading is passed, if the goods are in transit by rail or road, 
the relative receipt is handed over, or if the goods are in a 
warehouse, a warehouse-keeper’s receipt is given in the bank’s 
name. 

Delivery is essential to a valid pledge. In other words, 
there is no pledge where no delivery accompanies. A mere 
agreement to pledge unaccompanied by possession is ineffectual. 
But the pledgee may, for a limited or specific purpose, redeliver 
the goods and part with possession to the pledgor or his agent 
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or mandatory, without thereby losing his right under the pledge 
(The Official Assignee of Madras v.v. The Mercantile Bank of 
India Ltd., 68 Madras Law Journal, Page 268 P.C.). The 
redelivery may be effected by an arrangement made orally or in 
writing. It may be made by what is called a Trust Letter, a 
specimen form of which is given in the Appendix. When the 
borrower sells goods with a stipulation to' pay after delivery, 
the Bank would release the goods on a letter from the borrowers 
agreeing to hold in trust for the bank the goods as well as the 
moneys realised by the sale and to account for them to the bank 
in due course. When goods under pledge to the bank have to 
be put on board a ship, it is usual for the bank to release the 
goods against a trust letter from the borrower undertaking to 
hold the goods in trust during the shipment and to deliver to 
the bank the bills of lading on receiving them. Once goods are 
delivered against trust letters, all that the banker can do is to 
trust and wait. If the customer acts dishonestly, an action for 
breach of trust will lie, which even dishonest businessmen would 
ordinarily prefer to avoid. 

Trust letters might protect bank’s interest in the goods in 
other ways also. A buyer of the goods or of the documents of 
title thereto, with notice of the trust letter is bound to pay the 
pledgee the purchase price on his demand, before it has been 
paid to the seller. In practice, however, the buyer is rarely even 
aware of the pledge and so this protection is not of real import¬ 
ance. If the customer were to become a bankrupt, the banker’s 
claim in the goods holds against the doctrine of reputed owner¬ 
ship in bankruptcy. Even if the trust letter were for any reason 
found defective, the bank may establish its rights as a pledgee 
as long as the goods are traceable. 

The pledgee is expected to exercise ordinary care of the 
goods pledged and remaining in his possession. Ordinary care 
means the amount of care a person of ordinary prudence would 
take in the case of his own property. If goods deteriorate or 
are damaged or lost, while in the possession of the pledgee and 
the pledgor holds the pledgee responsible for the deterioration, 
damage or loss, he has to prove that the pledgee has not taken 
the ordinary care expected of him. 
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The pledgor has the right to redeem the pledge paying the 
debt due so long as the goods remain with the pledgee and have 
not been disposed of by him in the proper exercise of his right 
of sale. As soon as the amount due is tendered, the special 
property possessed by the pledgee becomes determined even if 
he refuses to accept payment. On repayment of the advance 
or on a legal tender of payment, unless otherwise stipulated, the 
goods are held at the risk and responsibility of the pledgee until 
they are duly returned to the pledgor. The pledgor has a right 
of action for unlawful detention or conversion of the goods by 
the pledgee. 

The pledgee has no right of set off or lien over goods 
pledged for a specific advance. If a pledgor is indebted to the 
bank on a different account, the banker has no power for that 
reason to refuse delivery of the goods held under a specific 
pledge unless there is a contract to the contrary. Where, how¬ 
ever, the pledgee has in his hands surplus sale proceeds after a 
proper exercise of his power of sale in respect of the specific 
pledge, he may exercise his general lien on such surplus for 
another account of the same customer. If however, the pledgor 
tenders the amount due before the sale by the pledgee, there 
is no question of any surplus proceeds or a lien thereon. 

There are two systems of advances in vogue in banks on 
the security of goods, namely, “ key loan ” system where goods 
are secured by pledge and are in the actual or constructive 
possession of the bank, or u open loan or cash credit ” system 
where a letter of hypothecation is taken by the banker and the 
goods are allowed to remain in the custody of the borrower with 
a certain llexibility and freedom for the borrower to deal with 
the goods with the previous consent of the bank. What then 
is the distinction or difference to the banker between pledge 
and a hypothecation in the scope and extent of the security held 
by the banker? In a recent case decided by a Division Bench 
of the High Court of Madras, The Nadar Bank Ltd. vs. 
The Canara Bank Ltd., reported in 1960 II Madras Law 
Journal 489, it has been held after a review of the case law 
including the two Privy Council rulings that the juridical rela¬ 
tionship between the parties is still that of the pledgor and 
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pledgee, though in mercantile practice the latter system is termed 
as “ open cash credit It is pointed out that the possession of 
the pledgee need not be manual, but may be constructive and 
that the condition that the prior consent of the pledgee is neces¬ 
sary for the pledgor to deal with the goods insures the construc¬ 
tive possession as well as the character of the pledge. Their 
Lordships further say “ There can be no hard and fast rule that 
delivery of the keys of the warehouse is essential to secure 
constructive possession. There cannot also be any rigid delimi¬ 
tation of the purpose for which the pledgor is permitted to retain 
possession of the goods. The essential test is not the purpose 
but whether the dominion over the goods pledged is retained 
and the physical possession or handling of the goods by the 
pledgor is under the delegated authority of the pledgee or is 
independent. When the possession of the pledgee is not lost 
and possession may be manual or constructive, a subsequent 
pledgee even without notice cannot obtain any preference upon 
a rule of estoppel”. 

In actual practice the banker has always to face real diffi¬ 
culties where the property and possession remain with the 
borrower under a hypothecation and the banker has to establish 
his claim against third parties. Furthermore in insolvency, the 
doctrine of “ reputed ownership ” is apt to defeat the claims of 
the banker. This provision in the insolvency law is designed to 
protect third parties who take into account the amount of stock 
which a person has at his disposal in considering his solvency 
and granting him credit. Unless there is something to displace 
the reputed ownership of the borrower of the goods hypothecated, 
as. for instance, by the display of a signboard of the bank or by 
the stationing of a bank’s chowkidar with badge and uniform, 
the lenders’ rights may be jeopardised in the event of insolvency 
or a pledge to a third party. In a hypothecation, the lender 
should be vigilant in the exercise of his rights. This is so even 
if the document is described as a trust receipt or if the words 
“ held on trust ” or the like are mentioned in the documents. 

There is no single enactment that gives us all the law 
relating to advances against goods. It has to be gathered by 
reference to the whole of the mercantile law and chiefly to the 
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Indian Contract Act, the Transfer of Property Act and the 
Indian Sale of Goods Act. At common law, a person in posses¬ 
sion of goods cannot obviously confer on another by sale or 
pledge a better title than he himself possesses. While making 
an advance against goods the banker has first to satisfy himself 
that the borrower has a right or sufficient interest in the goods 
to make a valid pledge. Borrowers are of several types and so 
it is also necessary to see to what type each borrower conforms. 

In the case of an individual, it is necessary that the banker 
should know by what law the borrower is governed. The Hindu 
joint family and Hindu Coparcenary are peculiar institutions. 
A Hindu joint family consists of all persons lineally descended 
from a common ancestor and include their wives and unmarried 
daughters. The joint and undivided family is the normal condi¬ 
tion of the Hindu community. A Hindu coparcenary is a much 
narrower body than the joint family. It includes only lineal male 
descendants of three generations, sons, grandsons and great- 
grandsons of the holder of the joint property for the time being 
and these persons acquire by birth an interest in the joint or 
coparcenary property. The coparcenary is only a creature of 
Hindu law. The ownership of its property is in the whole body 
of coparceners. Joint family or coparcenary property is that 
in which every coparcener has a joint interest and joint posses¬ 
sion. All property inherited by a male Hindu from his father 
and the father's ancestors or even from a maternal grandfather 
is ancestral property. The essential features of ancestral pro¬ 
perty is as already said that the sons, grandsons and great-grand¬ 
sons who inherit it acquire interest in it by birth. In Hindu law. 
a business is a distinct heritable asset and will be ancestral or 
joint family business in the hands of the male issue, who consti¬ 
tute a joint family firm, which is not the ordinary partnership 
created by contract and governed by the Indian Partnership Act 
but a family partnership created by operation of law and 
governed by the general rules of Hindu law regulating the 
transaction of joint families. The manager of a joint family has 
an implied authority to contract debts and pledge the credit and 
the property of the family for the ordinary purposes of the 
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family business. Such debts are binding on the family property 
including the shares of the minor coparceners but the manager 
alone has such authority and no other coparcener. The manager 
is liable personally, that is, his separate property also is liable 
in addition to his share in the family property for such debts. 
The other coparceners are not liable personally but only to the 
extent of their interest in the family property, unless in the case 
of adult coparceners they are in reality also contracting parties 
or the debt is one to which they may be treated as being con¬ 
tracting parties by reason of their conduct or acquiescence or 
one which they have subsequently ratified. The non-contracting 
members of the family are entitled to question the borrowings 
in case they are not of the approved character under the Hindu 
law. To avoid complications, banks take a comprehensive 
letter signed by all the adult members of the family acting for 
themselves and as guardians for their respective minor sons. A 
specimen form is given in the Appendix. In the case of 
Mohammedans, a person has the customary power of binding 
his property by verbal or written Wakfs or trusts. The defence 
in a mortgage suit against a Mohammedan was that the property 
mortgaged was the subject of a religious endowment. A Moha- 
medan cannot dispose of by will more than a third of his pro¬ 
perty without the concurrence of his heirs and his heirs on his 1 
dying intestate have to be traced to the third generation in the 
ascending and descending lines. But a Mohammedan is not 
trammelled in his dealings with his property or in his powers of 
borrowing during his life by all those restrictions and limitations 
known to Hindu law. In the case of Christians and Parsis the 
individual has the same unrestricted power of borrowing or 
binding his estate by such borrowings. As long as a Mohammedan, 
Christian or Parsi is alive no other member of his family has 
any rights over the property possessed by him or has the power 
to question the validity of his borrowings. 

In the case of partnership firms, the Indian Partnership Act 
of 1932 lays down the rights and liabilities of the partners in 
a firm. A partnership has to be registered under Section 69 
of the Act with the Registrar of firms in order to have the power 
to enforce certain rights of action. An unregistered firm may 
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however be sued against. Banks obtain what is called a spe¬ 
cial partnership letter from all the partners of a firm (see for 
specimen form in the Appendix) whereby the partners bind 
themselves inter alia to intimate every change in the constitution 
of the firm to the bank in writing while agreeing to remain 
liable to the bank for its liabilities until they are paid off. After 
receipt of intimation of dissolution of partnership, no further 
advances will be made on the old basis and all subsequent 
advances are subject to a fresh arrangement. Although any 
partner in a trading firm can bind the other partners by his acts, 
it is usual to obtain the signatures of all the partners when 
granting an accommodation. When the partners are many and 
it is difficult to get them together, signatures are obtained on 
the partnership letter and also on a letter of authority empower¬ 
ing some of the partners to execute documents. The act of a 
partner which is done to carry on, in the usual way, business of 
a kind carried on by the firm, binds the firm. The authority of 
the partner to so bind the firm is called his “ implied authority ”. 
But the implied authority of a partner, in the absence of any 
usage or custom of trade to the contrary, does not empower him, 
among other things, to open a banking account on behalf of the 
firm in his own name or compromise or relinquish any claim 
or portion of a claim by the firm, admit any liability in a suit 
of proceeding against the firm or transfer immovable property 
on behalf of the firm (Sec. 19 of the Act). In order to bind a 
firm, an act or instrument done or executed by a partner or other 
person on behalf of the firm shall be done or executed in the 
firm name or in any other manner expressing or implying an 
intention to bind the firm (Sec. 22 of the Act). 

In the case of advances to limited companies registered 
under the Companies Act, the first thing to ensure is the power 
of the company to borrow and the proper authority entitled to 
borrow and make a valid pledge of the company’s goods on 
behalf of the company. Section 125 of the Companies Act, 
1956, make it obligatory, inter-alia f to register with the Registrar 
of Companies the following charges (the expression “charges’' 
includes a mortgage) created by a company within 30 days after 
the date of the creation of such charges. 
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(a) a charge for the purpose of securing any issue o{ 
debentures. 

(Z>) a charge on uncalled share capital of the company. 

(c) a charge on any immovable property, wherever 
situate or any interest therein. 

( d ) a charge on any book debts of the company. 

(e) a charge, not being a pledge, on any movable pro¬ 
perty of the company. 

(/) a floating charge on the undertaking or any property 
of the company including stock-in-trade. 

(g) a charge on calls made but not paid. 

( h ) a charge on a ship or any share in a ship. 

(/) a charge on goodwill or a patent or a licence under 
a patent, on a trade mark or on copyright or a licence under a 
copyright. 

The prescribed particulars of the charge, together with the 
instrument if any by which the charge is created or evidenced 
or a copy thereof verified in the prescribed manner must be filed 
with the Registrar within the time fixed. It will be noted that 
the sub-section ( e ) exempts registration of a pledge of movable 
property though any other charge thereon require registration 
including a floating charge. The consequences of non-registra¬ 
tion are also laid down by Section 125. An unregistered 
mortgage or charge shall be void as against the liquidator or any 
creditor of the company so far as any security or the company’s 
property or undertaking is thereby conferred. It may be noted 
however, that clauses 2 and 3 of the Section provide that such 
non-registration shall not prejudice any contract or obligation of 
the company for the repayment of the money secured by the 
charge and that when the charge becomes void under this section, 
the money secured thereby shall immediately become payable. 

Where any charge on any property of the company required 
to be registered under Section 125 has been so registered, any 
person acquiring such property or any part thereof or any. share 
or interest therein shall be deemed to have notice of the charge 
from the date of such registration (Sec. 126). 

While in the case of pledges of the movable property of 
the company registration is not obligatory, it is desirable for 

2 
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bankers however, to register also such pledges wherever possible 
since any person subsequently acquiring such property shall not 
be heard to plead that he had no notice of the charges. 

So long as the pledge, hypothecation or mortgage of goods 
or of documents of title is made by the owner himself, the matter 
is simple, but if this is to be by an agent, complications arise 
and the lender would lose if ultimately the agent is found not 
to possess the required authority from the principal. It may 
appear unfair that when a lender deals with an agent who acts 
in fraud of his principal, the innocent lender should be the 
sufferer and not the principal. It must however be remembered 
that the lender, when dealing with an agent, is put on notice as 
to the limited powers of the agent. The lender should use ordi¬ 
nary prudence and caution and enquire and acquaint himself with 
the scope and extent of the authority of the agent. This is an 
elementary precaution which the lender has to take to safeguard 
his interests as well as those of the principal. An agent is a 
person employed to do an act for another or to represent another 
in dealings with third persons. The essential point about an 
agent’s position is his power of making the principal answerable 
to third persons. 

The authority of the agent may be express or implied. An 
authority is said to be express when it is given by words spoken 
or written. It is said to be implied when it is to be inferred from 
the circumstances of the case ; and things spoken or written or 
the ordinary course of dealing may be according to the circum¬ 
stances of the case (Sections 186 and 187 of the Indian Contract 
Act). It is well settled that an agent’s authority is construed 
to include all the necessary and usual means of executing it. If 
the terms of authority are ambiguous the principal will be held 
bound by that sense in which the agent reasonably understood 
and acted upon them. An authority is generally construed in 
cases of doubt according to the usual course of dealing in the 
business to which it relates on the presumption that this has been 
really intended. 

The lender taking a pledge of goods from a person who is 
not the owner and who does not pledge with the owner’s consent 
acquires no valid charge on the goods. But Sections 178, 178-A 
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and 179 of the Indian Contract Act read with the corresponding 
provisions of the Indian Sale of Goods Act would show in what 
classes of cases such pledges or sales may be held valid. A 
pledge is valid when made by a “ mercantile agent ” who is in 
possession of goods with the consent of the owner and acts in 
the ordinary course of business of a mercantile agent, provided 
that the pawnee acts in good faith and has not, at the time of 
the pledge, notice that the pawnor has not authority to pledge 
(Section 178). The expression “mercantile agent” in Sec. 178 
of the Contract Act has the same meaning assigned to it by 
Sec. 2(9) of the Indian Sale of Goods Act which defined the 
expression as meaning “ a mercantile agent having, in the cus¬ 
tomary course of business as such agent, authority either to sell 
goods or to consign goods for the purposes of sale or to buy 
goods or to raise money on the security of goods Again in 
a case where the pawnor has obtained possession of the goods 
pledged by him under a contract which is voidable under 
Section 19 or Section 19A of the Contract Act, that is to say, 
fraud or misrepresentation or undue intluencc, but the contract 
had not been rescinded at the time of the pledge, the pawnee 
acquires good title provided he acts in good faith and without 
notice of the pawnor’s defect of title (Section 178-A). Where 
a person pledges goods, in which he has only a limited interest, 
the pledge is valid to the extent of that interest (Sec. 179 of the 
Contract Act). 

The term “ agent ” does not take in a mere servant or care¬ 
taker or one who has possession of goods for carriage or for 
safe custody or otherwise, as an independent contracting party, 
but a person whose employment corresponds to that of some 
known kind of commercial agents. Agency sometimes has to be 
distinguished from facts more or less resembling it but not being 
such strictly speaking. In Coal vs. North Western Bank (1875 
L.R. ix. 470) the problem assumed great difficulty in that Coal 
was both a warehousekeeper and a broker only for a certain 
type of goods, but not for another, and when he pledged the 
latter class of goods, the banker was held to have been negligent 
in making advances without ascertaining whether he had the 
power and authority to make the pledge. Moreover when a 
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broker was also a warehousekeeper, it was held that the banker 
had no reason to assume that he was abusing his position as 
warehouseman by an unauthorised pledging of goods which were 
entrusted to him only for keeping them in his warehouse. Even 
where a mercantile agent is employed only to procure offers, he 
can pass a good title to an innocent buyer at all events if the 
agent carries on a business in which there is in the customary 
course authority to sell. While customary authority may thus 
protect an innocent purchaser or pledgee by investing an agent 
with ostensible authority, the authority of a mercantile agent 
cannot be limited by a particular trade custom unless the exist¬ 
ence of the custom is so notorious that one who acquires from 
the agent would be fixed with notice of it. (Oppenheimer vs. 
Attenborough, 1908 1KB 221 CA). In this case the plaintiff 
entrusted some diamonds to a diamond broker on his representa¬ 
tion that some specified diamond merchants would probably buy 
them ; but the broker having obtained them pledged them with 
the defendant, who acted in good faith. The plaintiff tried to 
prove that in the diamond trade, the broker employed to sell 
had no authority to pledge but the court upheld the pledge while 
conceding that had the custom been notorious the pledgee would 
not have been protected. 

Section 27 of the Indian Sale of Goods Act, while laying 
down the general rule that no one can give what he has not got, 
protects the sale on the ground of estoppel, that is, where the 
owner of the goods by his conduct precludes himself from 
denying the seller’s authority to sell, and the buyer from the 
mercantile agent acts in good faith and has not at the time of 
the contract of sale notice that the seller has not authority to 
do so. The word “ good faith ” and “ Notice ” have special 
significance. A thing is deemed to be done in “ good faith ” 
where it is in fact done honestly, whether it is done negligently 
or not (Sec. 3, Clause 20 of the General Clauses Act, 1897). 
“ Notice " includes both express and constructive notice. The 
latter term is somewhat vague, so even a suspicion which would 
put a reasonable man on enquiry is enough to bring the lender 
to trouble. This is only in the case of goods and documents of 
title to goods and not negotiable instruments. In Kaltonbach 



THE LAW RELATING THERETO 


21 


vs. Lewis (1883) the Court of Appeal said: “We think it 
extremely important not to encourage the application of the 
equitable doctrine of constructive notice to honest mercantile 
transactions such as those relating to negotiable instruments 
In the case of goods and documents of title to goods, it has 
been held to be otherwise. In White Horn vs. Devison Vaughan, 
(1911 IKB 463 CA), Williams L.J. said, “You will be justified 
in finding that there was notice and absence of good faith, if 
you find anything to show that the person taking the security 
made no enquiries about it or where it came from, because he 
feared the answer which he might get and feared that he might 
get an answer which showed that something was wrong”. 

Section 29 of the Indian Sale of Goods Act deals with sale 
by a person in possession of goods under a voidable contract, 
as Section 178 A of the Indian Contract Act deals with pledge 
by a person in possession under a voidable contract. The 
mercantile agent should receive the goods or documents of title 
to goods with the consent of the owner to enable a valid transfer 
of the same for value. If they are stolen, the transfer will not 
prevail against the owner. There is however distinction in this 
regard between larceny by a bailee and larceny by trick. In the 
former case, if the goods were in the hands of a mercantile agent 
with the consent of the owner but have been disposed of other¬ 
wise that as intended by the owner, the transferee gets good 
title. In the case of larceny by a trick, the consent of the owner 
is open to question and depends on circumstances. If it is 
proved that the goods or documents of title to goods have been 
obtained by the mercantile agent by a trick and there was no 
consent at all by the owner, the transferee gets no title. As 
Collins, L.J. said in Cahn vs. Packet’s Bristol Channel Steam 
Packet Co. (1889 IQB 643 CA) “however fraudulent the 
person in actual custody may have been in obtaining the posses¬ 
sion, provided it did not amount to a larceny by trick and how¬ 
ever grossly he may abuse the confidence reposed in him or 
violate the mandate under which he got possession, he can by 
his disposition give a good title to the purchaser”. 

If a mercantile agent pledges goods or documents of title 
to goods as security for a debt or liability already existing before 
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the pledge, unless otherwise stipulated , the pledgee acquires only 
such rights in the goods as would have been enforced by the 
pledgor at the time of the pledge. A pledge made for an already 
existing debt is supposed to be for no consideration unless it 
has been made in consideration of a forbearance to sue for the 
debt or the granting of further time for repayment. 

We have seen that a valid pledge of goods can be made 
only by the owner or by a “ mercantile agent ” and not by any 
person merely in possession. Banks and other financing agencies 
who get possession of goods in the course of their business are 
neither owners nor tk mercantile agents ” of the owners of such 
goods. Pledges by banks and other financing agencies of goods 
under pledge to them to a third party are not valid except by a 
special assignment for valuable consideration by the owner or 
by the mercantile agent so that the assignee might stand in the 
shoes of the original pledgee. The assignment has to be by a 
separate document duly stamped and by a transfer of the goods 
to the assignee so that the owner binds himself to repay the debt 
to the assignee direct so as to obtain return of the goods. This 
circuitous procedure would be of no practical value to a banker 
or money lender because of the procedural difficulties and also 
the stamp duty payable on each individual assignment and so 
such pledge of goods by them is not practicable. 

The Negotiable Instruments Act, 1881, has been specially 
designed to facilitate mercantile transactions and is only an 
exception to the common law rule that no one can give to others 
what he has not got. The specific feature of a negotiable instru¬ 
ment is that a bona fide holder gets a good title to it even if the 
person negotiating it had a defective title or no title whatsoever. 
Bankers, however, get so much accustomed to the use of nego¬ 
tiable instruments that they are apt to feel that the law relating 
to them applies almost in the very same manner to goods and 
to documents of title to goods. This is so because the title to 
some of these documents, notably the Bills of Lading, passes by 
mere endorsement and delivery as in the case of a negotiable 
instrument but with this fundamental difference that in the case 
of documents of title to goods the transfer is subject to all 
equities and defects of prior title. It is, therefore, necessary to 
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bear in mind the fact that no document of title to goods is a 
negotiable instrument. As Sir John Pagets puts it, “ the docu¬ 
ments are symbols of the goods and the idea of indirectly making 
goods negotiable has no place in law ”. 

The real difference between negotiable instruments and 
documents of title to goods can best be seen by applying to the 
latter the usual tests of negotiability, fn the case of negotiable 
instruments, the property passes by mere delivery in the case 
of bearer instruments and by endorsement and delivery in the 
case of instruments which are payable to order. Except perhaps 
in the case of bills of lading all other documents require some 
letter or other evidencing their pledge. Another difference is, 
a party who takes a negotiable instrument in good faith for value 
and without notice of any defective title in the transferor, 
acquires a good title as against the whole world. In the case of 
documents of title to goods however, the common law rule applies 
and the title of the transferee stands or falls according to the 
title of the transferor. A person in possession of goods could 
not ordinarily confer on another either by sale or by pledge any 
better title to the goods than he himself had. 

According to the Indian Sale of Goods Act, “ Documents 
of title to goods ” include “ Bill of Lading, Dock Warrant, Ware¬ 
housekeeper’s Certificate, Wharfinger’s Certificate, Railway Re¬ 
ceipt, Warrant or order for the delivery of goods or any other 
document used in the ordinary course of business as proof of 
the possession or control of goods or authorising or purporting 
to authorise either by endorsement or by delivery the possessor 
of the document to transfer or receive goods thereby represented” 
These documents are partially negotiable either by custom or by 
law though they are not negotiable instruments. A document 
of title is something which represents the goods and from which 
either immediately or at some future time by endorsement or 
otherwise the possession of the goods may be obtained. A mere 
certificate that goods are lying at a particular place is not a 
document of title. If a document represents the goods and a 
delivery of these goods may be obtained by endorsement or 
otherwise either at once or at any future time, then the banker 
may safely treat it as a document of title to goods, whether it 
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be known as a certificate or by some other name. 

The Bill of Lading fully satisfies the requirements of a 
document of title. Once it is endorsed by the owner of the 
goods and delivered, the property passes to the endorsee who 
will thereby be entitled to demand the possession of the goods 
on arrival. Such an endorsement transfers the property in the 
goods to the endorsee and the latter can, in turn, endorse and 
transfer the title to others. One chief point about the bill of 
lading as distinguished from the other documents of title to goods 
is that the cargo being on the sea is incapable of physical delivery 
and so has necessarily to be dealt with through a symbol. So 
long as these dealings are bona fide and for value, the bill of 
lading can be treated as fully negotiable. But inasmuch as the 
bill of lading is only a receipt of the goods mentioned therein, 
this falls short of absolute negotiability. It is interesting to note 
that the seller of the goods has the right to stop the goods in 
transit and retain them until payment is made if the buyer 
becomes insolvent in the meantime. This protection however is 
only against an insolvent buyer and is effective only if the goods 
are in transit and the bill of lading had not been lawfully trans¬ 
ferred to another or pledged to a banker. If the transfer has 
been made by way of pledge, then the unpaid seller’s right is 
subject to the rights of the pledgee. According to Section 53 
of the Indian Sale of Goods Act, the unpaid seller’s right of lien 
or stoppage in transit can only be exercised subject to the rights 
of the transferee and so this clause is not of much interest to 
the banker. 

The pledgee banker is interested only upto the amount of 
his dues, and so, is not at the same time liable for a claim for 
freight by a ship-owner merely because he happens to be the 
endorsee of the bill of lading unless, he, the banker wants to take 
delivery of the goods. In Swell and Burdick (1884) it was held 
that the bill of lading is only a key of the floating warehouse 
where the goods are lying and that the endorsement of the bill 
of lading gives the pledgee the power of sale of the goods (which 
is necessary under common law) without fastening upon him 
any further liabilities. The pledgee’s debt to pay off freight can 
only arise should he wish to realise or otherwise deal with his 



THE LAW RELATING THERETO 


25 


security. The Banker has thus only a limited property in the 
goods. This was again proved in Odessa (1916), when the 
shipment was seized by the navy as contraband and the trial 
court held that the pledgee banker had no property in the goods 
equivalent to ownership. This limited property or interest does 
not necessarily make the banker liable for freight and is sufficient 
to prevent an unpaid seller from exercising a right of stoppage 
in transit to the pledgee’s detriment, but does not confer complete 
ownership with all the rights and liabilities of an owner of the 
goods. Section 53(1) of the Indian Sale of Goods Act refers 
to the necessity of the transfer being a lawful one. If the bill 
of .lading were a negotiable instrument, the lawfulness of the 
transfer would not matter in the least. As it is not a negotiable 
instrument the test of the lawfulness is whether the bill of lading 
was in the hands of the pledgor with the consent of the owner. 
If it is with consent, the pledging of it, even if unauthorised, is 
good against the unpaid seller. If, on the other hand, the bill 
of lading was obtained by larceny by trick, no assignee, whether 
it be a pledgee or buyer, can acquire a title to the goods. It is 
in this respect that the bill of lading falls short of the truly 
negotiable instrument. 

The other documents of title to goods described in Sec¬ 
tion 2(4) include: “Dock warrant, Warehousekeeper’s certifi¬ 
cate, Wharfinger’s certificate, Railway Receipt, Warrant or Order 
for the delivery of goods At first sight all these documents 
appear to be on the same footing as a bill of lading. But, if we 
look closer into the matter, we find, that there is a basic differ¬ 
ence between them. In the case of a bill of lading the goods arc 
on the high seas and so are incapable of being taken delivery of 
or of being transferred to the name of the buyer or the pledgor 
by due intimation to the master of ship. In the case of the 
rest of the documents, the banker or the buyer who holds the 
documents can reduce the goods into actual possession or can 
get the custodian of the goods to transfer them and issue a fresh 
document in his own name. Until delivery of the goods is thus 
obtained, either actually or constructively, the goods cannot be 
said to have been taken out of the order and disposition of the 
owner or seller of the goods. 
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The exception to this rule however is the Railway Receipt. 
India is a place of distances and because of the large network 
of railways in the country the receipts issued by the Indian 
Railways reach the persons concerned in a very short time as 
they are sent by post while the relative goods take considerable 
time — sometimes even several weeks — to reach destination. 
Consequently the Railway receipts have attained a status almost 
like that of Bills of Lading ; namely the concerned goods cannot 
be reduced into possession immediately the R.R. is received as 
they are on the rail roads and in transit. 

In view of this, Railway Receipts have been specifically 
included amongst the list of Documents of title to goods in the 
Sale of Goods Act and as a result of several disputes in this 
regard Courts have laid down that the pledge or hypothecation 
of Railway Receipts have the same effect as that of a pledge or 
hypothecation of the goods themselves. The latest is a decision 
of the Supreme Court in Morvi Mercantile Bank Ltd vs. The 
Union of India [1965 (II) Supreme Court Appeals] wherein it 
was held that there was no justification for a distinction being 
made between Bills of Lading and other documents of title to 
goods and that in India goods covered by all kinds of documents 
of title to goods, including Railway Receipts could be pledged 
by transferring the documents to the pledgee and that there was 
no further need for the Railways or other carriers or third parties 
in possession of the goods to attorn to the pledgee. 

Incidentally a ruling was given in the same judgment about 
Section 178 of the Indian Contract Act. This section as it stood 
before its amendment in 1930 authorised any “person” who 
was in possession of goods or documents of title to goods to 
make a valid pledge. The amended section replaced the word 
“ person ” with the word “ mercantile Agent ” thereby giving 
scope to an interpretation that it restricted this right to a mercan¬ 
tile agent thereby leading by inference to an anamolous position 
whereby an agent could pledge documents of title to goods while 
the principal could not. After discussing the provisions of 
Section 178 of the Indian Contract Act and Sections 30 and 53 
of the Indian Sale of Goods Act the judgment has laid down 
as under : — 
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“ The law on the subject, as we conceive it may be stated 
thus : An owner of goods can make a valid pledge of them by' 
transferring the railway receipt representing the said, goods. 
The general rule is expressed by the maxim nemo dat quod non 
habet , i.e., no one can convey a better title than what he had. 
To this maxim, to facilitate mercantile transactions, the Indian 
law has grafted some exceptions, in favour of bona fide pledges 
by transfer of documents of title from persons, whether owners 
of goods or their mercantile agents who do not possess the full 
bundle of rights of ownership at the time the pledges are made. 
To confer a right to effect a valid pledge by transfer of docu¬ 
ments of title relating to goods on mercantile agents and to deny 
it to the full owners thereof is to introduce an incongruity into the 
Act by construction. On the other hand, the real intention of the 
Legislature will be carried out if the said right is conceded to 
the full owner of goods and extended by construction to owners 
with defects in title or their mercantile agents. To accept the 
contentions of the respondents would be a retrograde step and 
would paralyse the entire mechanism of finance of our internal 
trade. 

“ Thus the Supreme Court has set at naught the view that 
was being held that under the Indian Law after 1930 only a 
mercantile agent could create a pledge of documents of title to 
goods and that the owner must deliver the goods in order to 
create a valid pledge.” 

It is oftentimes argued that the best thing to do in regard 
to pledge of documents of title to goods is to reduce the goods 
to possession immediately. There are, however, several diffi¬ 
culties for a banker to reduce goods into his own possession. 
When a borrower offers a warehousekeeper’s warrant, he can no 
doubt immediately send it over to the warehouse-keeper with 
instructions to issue a fresh warrant in his own name. This 
however carries along with it certain liabilities towards charges 
etc. and at the same time entails some trouble and delay if the 
borrower wants to repay the advance within a short time. To 
avoid difficulties, the banker can notify the warehousekeeper of 
his interest in the document or may even merely take an assur¬ 
ance from the borrower that he will not deal with the goods in 
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any manner whatsoever until the loan is repaid, and looking to 
the integrity of the borrower and the longstanding connections, 
the banker may not insist on taking any further steps to secure 
his possession. This is however risky in case of insolvency or 
attachment by court. The banker therefore generally prefers to 
have the certificate in his own name. 

With a view to popularise orderly storage of goods and 
thereby have a control of goods under storage, Government have 
since Independence started constructing warehouses at all strategic 
centres and appointing warehouse-keepers under the Warehousing 
Corporations Act, 1962. This has been followed up by the 
various States enacting similar legislation. 

Rules have been framed under these acts and a vigorous 
drive is being given to popularise the warehouses and the certi¬ 
ficates issued by the warehouse-keepers. Banks have readily 
cooperated with the Government in this regard by accepting as 
security the warehouse-keeper’s receipts especially because 
advances made by banks are excluded by Reserve Bank of India 
from the operation of its selective credit controls. While railway 
receipts have been the subject matter of litigation over a long 
period and a case law has developed out of the litigation, ware¬ 
house-keeper certificates have not yet been in popular use nor 
has any case law developed relating to these receipts. It is 
however worthwhile to have some idea of the law relating thereto. 

The warehouses issue warehouse receipts to depositors for 
goods received for storage at the warehouses. They are of two 
kinds — Negotiable and Not Negotiable. It is also stated on the 
face of the receipts that they are acceptable to banks as security 
for issue of loans without physical transfer of stocks to banks 
covered under the receipts. It is also stated that “the receipt 
issued by a warehouse-man shall, unless it is otherwise specified 
thereon, be transferable by endorsement and shall entitle the 
lawful holder thereof to receive the goods specified in it on the 
same terms and conditions as the original depositor”. 

According to the definition or concept of the expression 
“ document of title to goods ”, the document must be of the kind 
used in the ordinary course of business as proof of possession 
or control of goods, or authorising or purporting to authorise 
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by endorsement or by delivery, the possessor of the document 
to transfer or receive goods thereby represented. If the “ receipt ” 
is a mere acknowledgement by the warehouse-keeper that the 
goods specified in it are deposited with him and nothing more , 
it is not a document of title, even if it is described as warehouse¬ 
keeper’s certificate. Such a receipt does not “ represent ” the 
goods. The document must ex facie be also an unconditional 
undertaking to deliver the goods to its holder. It is only then 
that it can be a “ document of title to goods ”. 

A “ document of title to goods ” is also a negotiable secu¬ 
rity, when it is a transferable security. It may not be a “ nego¬ 
tiable instrument ” as defined in Sec. 13(1) of the Negotiable 
Instruments Act. But it is a document which is a representative 
of the goods being treated as such by mercantile usage. With 
the growth of trade and general expansion of commerce new 
kinds of securities have claimed recognition and documents of 
title are among such securities that are made the subject of 
negotiation so as to make the holder the person entitled to 
delivery. The principle of “ negotiation ” is not peculiar to the 
Negotiable Instruments Act alone. That Act deals only with a 
particular form of contract and is not exhaustive of all matters 
relating to negotiable instruments nor does it purport to deal 
with all kinds of negotiable instruments. It merely regulates the 
issue and negotiation of bills, notes and cheques and even as 
regards them the Act does not deal with the transmission of 
rights in them by operation of law or by assignment by deed. 
Even here, Sec. 14 of the Negotiable Instruments Act makes 
the meaning of the words “ negotiation ” clear as being an act 
of transfer so as to constitute the transferee a holder of the 
instrument. And even this recognises non-negotiable bills and 
promissory notes. 

The Warehouse Act also makes the same distinction 
between transferable and non-transferable receipts, just as the 
Negotiable Instruments Act makes difference between negotiable 
and non-negotiable instruments. “ Negotiation ” includes the 
notion of transfer. 

The words “ negotiable ” or “ negotiability ” have not to be 
confused with the resulting rights of the holder of the document 
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of title in the one case and the holder in due course of a pronote 
or cheque in the other. No doubt the holder of a document of 
title to goods gets no more rights than the original depositor 
or transferor possessed. But that is also the case with an ordi¬ 
nary holder of an instrument under the Negotiable Instruments 
Act. It is only the “ holder in due course ” that is put on a 
higher footing by the Negotiable Instruments Act. 

Lorry receipts have of late come into prominence because 
of the facilities specially extended by lorry owners to the con¬ 
signors and consignees of goods by loading and unloading them 
at their respective places of business. Furthermore, lorries carry 
goods to and from places where there are no railway facilities. 
Lorry owners however, unlike the Railways, are not a compact 
body and have no uniformity in their rules and regulations nor 
do they work under a special Act of the Legislature like the 
Railways Act. The Carriers Act which is applicable to them 
has greater liabilities and responsibilities for the carriers than 
the Railways Act. In view of the growing importance of this 
type of transporters of goods, attempts are being made to bring 
some uniformity in the issue of lorry receipts and the rules 
governing them, so that in due course they are given the same 
recognition as the railway receipts and be classified as documents 
of Title to Goods. The main distinction, however, that used 
to be noted is that the railway receipts are issued and are 
governed by the Railways Act while there is no separate legis¬ 
lation for lorry receipts and so they are governed by the Carriers 
Act of 1865. The lorry receipts however conform to all the 
requirements of a document of Title to Goods and the law relating 
to them is practically the same as that relating to the railway 
receipts. As however there is no statutory or corporate body 
governing the activities of lorry owners the Indian Banks’ Asso¬ 
ciation took up the task of evolving a common form of lorry 
receipts and drew up a list of approved lorry transporters to 
serve as a guidance to banks in accepting their lorry receipts as 
documents of title to goods and in purchasing bills accompanied 
by lorry receipts. The conditions laid down by the Indian Banks’ 
Association are that the lorry transporters should own a fleet of 
at least 12 lorries, should supply full details of the constitution 
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of the firm or copy of the latest balance sheet if it is an incor¬ 
porated body and should issue lorry receipts on a standard form 
prescribed by the Association. Quite a number of lorry trans-> 
porters have agreed to these conditions and have therefore been 
placed on the Approved List of the Association. 



CHAPTER III 


PRODUCE UNDER PLEDGE 

Banker's advances against goods in India are mainly against 
pledge of agricultural produce stored in various places in the 
country — in villages and in the markets, at mills and at the 
seaports. As there is no organised warehousing or orderly 
marketing, the method of storage as well as the manner of 
financing the movement of crops differ from place to place and 
from commodity to commodity and the Indian Joint Stock Banks 
have evolved a system of advancing suitable to the peculiar 
circumstances of each case. At the commencement of the season, 
the prospective borrower approaches his banker with a request 
to fix for him a suitable limit. The banker makes preliminary 
enquiries and after satisfying himself about the credit-worthiness 
of the borrower, assigns a limit. When produce is ready for 
storage or is actually stored, the prospective borrower sends an 
intimation to the bank. The bank’s godown-keeper is then 
deputed to verify and take possession of the stocks. The stocks 
are thereupon valued according to the prevailing market price 
and the amount of the advance is fixed after deducting the agreed 
margin. The borrower then executes the documents required for 
the particular type of advance. 

The general considerations a banker bears in mind in his 
advances against goods are about the same as in other advances. 
Before advancing against a particular commodity, the banker 
makes some enquiries about the purpose and the period for 
which the advance is required and also carefully looks into the 
marketability of the commodity. If the advance is for storing 
produce for sale at a profit at a suitable opportunity, or if it is 
for financing the movement of crops from the field to the market 
or for preparing for the market through some industrial process 
or other, the banker views it as a legitimate purpose and makes 
the advance. But if it is for cornering stocks or for mere specu- 
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Jation, the application for advance is looked upon with disfavour. 
In case of produce, the period of advance is not stipulated before¬ 
hand. Repayment is generally required to be made before the' 
commencement of the next season and, if this is not done, the 
borrower is called upon to adjust the account. Carrying over 
the stocks of one season to another is undesirable from a banker's 
point of view and a keen businessman knows when to realise 
a profit and when to cut his losses instead of putting it off indefi¬ 
nitely. The easy saleability of the commodity in the open market 
and the steadiness of the demand for it are carefully considered. 
If the banker is not satisfied on this score he demands specially 
high margins and in certain cases, he advances only if the goods 
are covered by forward sales. 

After satisfying himself in every respect, the banker takes 
delivery of the goods. The banker cannot insist on the goods 
being stored in an ideal manner but has to make the best of 
existing conditions. Storage is so varied and the verification as 
well as valuation so complicated that the taking delivery of agri¬ 
cultural produce forms the most difficult and important part of 
a banker’s work. 

The methods of storage depend, to a certain extent, on the 
storing facilities available. The chief determining factor, however, 
is the nature of the commodity itself. As the system of ware¬ 
housing in India is in a stage of infancy, goods are stored in 
country godowns in whatever manner possible and banks accept 
them as security with such modifications and adjustments about 
storage as are practicable under the circumstances. Raw produce 
is generally stored loose in the first instance. When it is made 
ready for the market, it is stored in bags. In certain cases, 
though the storage is in bags, it is so irregular that it is in no 
way an improvement on loose storage. 

Produce like paddy, wheat, turmeric, etc., is sometimes 
stored underground in pits. These pits are crudely dug out in 
compounds of dwelling houses or in open yards. The pits have 
a lining of cow-dung or a fabrication of straw to guard against 
dampness. After they are filled up, they are closed tight with 
hay, leaves, etc., and a thick layer of clay is put over them to 
prevent rain water from getting in. In some places pits are built 
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with masonry work and are well protected against rain. The 
period of storage in these pits varies from three to six months. 
Far from deteriorating from such storage, the commodity improves 
in quality. It is difficult, however, for banks to take delivery 
of such produce as the usual symbol for delivery, namely, the 
key of the godown, is absent in this case. Banks, therefore, 
generally advance only if the pits are in an open yard with a 
fence around it and with a gate which could be locked. Goods 
stored within this enclosure are thus kept under the bank’s lock 
and key. As verification is not possible after the pit is filled 
up, the measurements are taken beforehand and the cubic capa¬ 
city determined. At the time of storage, the bank’s representative 
is in attendance to take an exact count of the quantity stored. 
Each pit is allotted a serial number and a sign-board is planted 
over it indicating the name of the borrower and the serial num¬ 
ber of the advance. Sign-boards are displayed over the fence 
and no one is allowed access into the enclosure except with 
the bank’s permission, it is also usual to keep a watchman with 
the bank’s uniform and badge. The bank thus gets complete 
possession of the stocks and maintains an effective control. 

Another way in which produce is stored in villages is to 
keep it in what are known as “ kothas ”, “ gadis ”, or “ puris ”. 
These receptacles are made of straw and bamboo splits plastered 
over with cow-dung. In some cases, they are circular and made 
of mud or brick-work, while in some the whole structure is of 
plaited hay or straw prepared after the harvest and dismantled 
when the stocks are removed. They are erected in the open 
compounds of houses and generally on raised platforms. Most 
of these receptacles do not have doors, and even if they have 
any, they are so flimsy it will not be worthwhile to lock them. 
Banks take a constructive delivery of stocks by tying a string 
or rope around the structures and affixing the bank’s seal thereon 
as well as by displaying the bank’s sign-board in a prominent 
place. i 

Godowns in villages are not specially constructed but are 
ordinarily living rooms in dwelling houses converted for the time 
being into godowns. Accessibility in such cases is a matter of 
importance. For facilitating storage and subsequent removal, such 
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rooms are generally in the outer verandahs or at least have inde¬ 
pendent entrances. Where, however, godowns do not have an 
independent entrance and are accessible only through dwelling 
houses, difficulty is experienced not only for taking delivery but 
also for inspections. Such godowns are therefore not ordinarily 
accepted by banks. Godowns in villages are constructed in all 
sorts of ways ; some with a depth of about two to six feet from 
the ground level, some with small platforms inside and some 
with projections of. walls and with large protecting pillars. It is 
therefore difficult to arrive at the cubical capacity of godowns 
unless they are measured when empty. In some cases, godowns 
do- not have independent entrances but merely have openings 
into other godowns. In such cases, they are measured when 
empty and a sketch of the same specially maintained as, once 
those and the godowns into which they open out are filled up, 
it is not possible to get into the former for purposes of verifica¬ 
tion of stocks. Taking measurements of empty godowns is, 
however, a laborious procedure and is not practicable in all 
cases. Moreover, the owner or the renter of the particular 
godowns does not store in them every season or does not require 
finance every year, or even if he does, it is just possible he may 
ultimately seek accommodation from another bank. Even so, 
the maintaining of a record of the cubical capacity of godowns 
is desirable whenever possible if it is proposed to accept the 
security of produce stored in them. 

According to Government reports, about half of the market¬ 
able produce gets stored during the season in big towns and cities 
in anticipation of a subsequent rise in prices. Both in producing 
and consuming centres, merchants generally have godowns built 
of masonry. Where such godown accommodation is inadequate, 
rooms or godowns in private houses are taken on hire. In some 
cases, the original producer or the rich villager who collects 
produce from others, hands over the produce to the commission 
agent in the markets for storing it, pending sale at a suitable 
opportunity. Storage in such cases is done in independent godowns 
and a separate account kept for all incidental charges. The com¬ 
mission agent supplies the required finance to the villager and 
pledges the stocks with banks for his own financial requirements. 
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Since 1947 when India got Independence, this position has 
changed considerably because on account of shortage of food- 
grains, merchants began hoarding for a speculative rise in prices 
and with a view to prevent hoarding, Government restricted bank 
credit by issuing necessary instructions to banks. A system of 
Selective Credit Controls was instituted so much so hoarding of 
stocks by middlemen has come down considerably. 

Mills usually have well-constructed godowns for raw pro¬ 
duce as well as for the finished commodity. Where milling is 
done on behalf of a customer, storage is made separately and 
advances obtained f rom banks up to the extent of their interest 
in the stocks. Milling, however, is usually done mostly on miller’s 
own account and produce is purchased on a large scale during 
the season to take advantage of the low prices prevailing in the 
market at the time. The godowns are large and, though storage 
is in bulk , it is done in such an orderly manner that no difficulty 
is generally experienced in ascertaining the quantity or the 
quality of the stocks. Moreover, the mills maintain regular books 
of account and hence verification is easy. 

Good and ample storage facilities are usually provided by 
port authorities at all the major ports and also at most minor 
ports. Loose storage is not common because the transit to ports 
is in bags in the case of both imports and exports, but where 
goods have to be dried, or cleaned or sorted before shipment 
they are kept loose. On account of the high charges, the stocks 
arc removed to private godowns which are usually available in 
the adjoining streets near the docks if they have to lie over at 
the ports for any length of time. Such godowns are specially 
constructed to facilitate exports and imports and so storages in 
such places do not present any special difficulty. 

Generally speaking, produce is stored loose. It is stored 
in bags only if it cannot be stored loose. For one thing, a godown 
holds a lesser quantity if stored in bags and consequently a 
higher charge in the shape of extra rent has to be incurred. The 
capital outlay on gunny bags and the incidental depreciation on 
account of wear and tear forms an additional cost. Moreover, 
raw produce usually undergoes some process or other before it 
reaches the wholesale distributor or the ultimate consumer and 
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so even if for storing purposes it is put into bags in its raw stage, 
the additional expense incurred on that account will not give 
the dealer any corresponding advantage. It is usual, therefore, 
for produce to be stored loose in the first instance. Once it 
undergoes some industrial process or other, storage is usually 
done in bags as the finished commodity has to be in transit for 
some time before it reaches the actual consumer or the wholesale 
distributor. The higher value of each unit in such cases covers 
the additional cost incurred for storage in bags. 

When produce is stored in bags, the actual manner in which 
the godown is constructed does not matter much so long as it 
is. strongly built. Bags, have however, to be arranged in such 
a manner that counting could be easy. Banks insist on their 
being stacked in regular rows with enough space in between 
and from the walls of the godown to facilitate counting : 
otherwise difficulty will be experienced in ascertaining the 
exact number. 

Some commodities such as kappas, i.e., cotton before gin¬ 
ning, cotton, jaggery (gur), copra, timber, etc. do not, by their 
very nature, permit accurate verification of quantity. Kappas 
and cotton are stored in bags popularly known as Borahs. But 
even if they are of the same size, the pressure of storage not 
being uniform, the quantity cannot be ascertained by merely 
counting the bags. Jaggery used by sugar mills is stored in bags 
but the bags assume such odd shapes after a time that counting 
becomes almost impossible. Timber, for instance, is stored in 
huge logs of various sizes which are so piled up that the counting 
of the number of units is a difficult matter. Dry copra is stored 
in bags but the contents in each bag differ to such an extent 
that counting the actual number of bags is not of any practical 
use. In these irregular storages, weighment is the only way out; 
no hard and fast rule can be laid down. 

The verification of stocks is therefore a complicated pro¬ 
blem, not only in the case of the irregular storages but also in 
the case of other methods of storage mentioned above, and on a 
correct solution of this problem depends, to a large extent, the 
safety of the advances made by bankers. In view of the inci¬ 
dental difficulties in verifying stocks stored loose and also in 
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view of the fact that unscrupulous borrowers sometimes take 
undue advantage of the situation, the presence of the bank’s 
godownkeeper at the time of storage is desirable, but in the case 
of produce, godowns lie scattered in distant places and it takes 
a long time to complete the storing of one godown. The bank 
has therefore to maintain quite a large number of godownkeepers 
for the purpose. The value of stocks, however, is comparatively 
low and so it does not pay the banker to maintain such a large 
number of godownkeepers, and the borrowers cannot be made 
to pay for their maintenance as it will add considerably to the 
charges quite disproportionate to the amount advanced. Further, 
the percentage of frauds committed in this respect and the con¬ 
sequent losses incurred by banks are low, and so, banks trust 
the borrower and advance according to his statements, rather 
than go through the laborious process of getting storages done 
in the presence of the godownkeeper. 

Verification of stocks stored loose by measuring the length, 
breadth and height of storage is a problem which has not so far 
been successfully solved. Each bank has its own system of 
ascertaining the quantity by calculation based on practical expe¬ 
rience, and so it is not possible to lay down any hard and fast 
rule as to how the calculation could be done. The problem is 
further complicated by the fact that the weights and measures 
in the country have been standardized only recently and so varia¬ 
tions exist from town to town, from village to village and from 
one commodity to another. 

The general principle is to multiply the length, breadth and 
height of storage and then divide the resultant product by a 
certain figure which is arrived at by practical experience. In 
the case of paddy, for instance, the figure is usually fixed at 4 
to 41. By dividing the product with this figure the approximate 
number of bags of standard size (i.c. heavy c. bags plain 40x28 
weighing 164 lbs.) is ascertained. In other cases a table is 
drawn up showing the number of cubic feet in the case of each 
commodity which would weigh one ton. Still another way of 
calculation is to ascertain the weight of one cubic foot of each 
commodity and thereby calculate the total quantity, reducing it 
ultimately to the units of sale prevalent in the market. Calcula- 
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tions based on these three systems in the case of a few commodi¬ 
ties are given below for ready reference :— 

CUBIC FEET PER TON OF MERCHANDISE 


1 

ton 

Bengal coal 


~ 40 cubic feet 

1 

»» 

Fine screening coal 


= 41 

•» >» 

n 

»» 

Paddy (space measurement) 


= 50 

** !•» 

i 

»» 

Sugar (new) in bags 


= 50 

»» »» 

i 

!»» 

Sugar (old) in bags 


= 47 

M ♦!» 

♦i 

St 

Barley in bulk 


= 54 

*> »» 

*1 

>1 

Cotton seed in bulk 


- 80 

»♦ »» 

*i 

»» 

Linseed in bulk 


= 54 

>» »» 

*i 


Oats in bulk 


- 80 

»♦ *> 



Maize in bulk 


= 52 

<t tt 

*1 


Rape seed in bulk 


= 61 


* i 


Rye in bulk 


- 42 

>» »» 


1J 

Wheat in bulk 


= 52 

'» »» 

i 

1» 

Java Molasses (liquid) 


= 26 


i 


Java Molasses (solid in baskets) 


= 25 

tt »» 

i 

»» 

Rice in bags 


- 50 



t Actual weight about 1,640 lbs. gross. 

♦To calculate space occupied by these seeds in bags, add 10% to 
the givea figures. 
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Commodities of 
Different Nature 

Cubical contents 
per cubic ft. 

Contents of 
one bag 

Cubical contents 
per 100 cubic ft. 

Seers of 8<) tolas 
as per weight 

Seers of 

80 tolas 

(Seers of 80 tolas 
British) 

1 


2 

3 

4 

Wheat 

Seers 

25 

Chatak 

1111 

Seers 

2500—2662 

Gram 

25 


1111 

2400—2534 

Maize 

25 

1 

ioo 

2500—2600 

Jowar 

23 

8 

1061 

2350—2400 

Bajri 

Rice 

25 


113 

2500—2550 

27 

5 

/oo 

2600—2750 

Paddy 

19 

131 

70/80 

1850—2000 

Tuwar 

25 

4 

1141 

2525—2550 

Gowara 

23 


100 

2300—2325 

Linseed 

21 


94* 

2100—2150 

Toria 

21 


90 

2100—2150 

Karela 

19 


851 

1900—1925 

Kardi-seeds 

17 

8 

791 

1750—1775 

Til-seeds 

19 


851 

1900—1950 

GroundnutvS 

unshclled 

10 


36 

1000—1050 

Groundnuts 

shelled 

20 


86 

2000—2100 

Cotton seeds, Dcsi, 

American & 

Karangani type 

16 


60 or 68 

1500—1600 

Cotton-seeds 289-F 

and Cambodian 
type 

12 

8 

50 

1200—1250 

Pepper (dry) 

18 


75/80 

1800—2000 

Pepper (fresh) 

12 



1200—1500 

Kappas, Desi or 

Karangani type . 




480—640 

Kappas, American 
or Cambodian 

type 




600—800 

Loose Cotton Dcsi 

Karangani or 

American type . 




200—320 
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CUBICAL MEASUREMENTS PER BAG 


Commodity 

Divisible Factor 

Weight of each Bag 

Paddy 

4-1/3 

164 lbs. 

Cholam, Ragi, Soapnuts 

4-1/3 

100 Seers 

Coriander, Castors 

4-1/3 

116 lbs. 

Groundnuts (unshelled) 

4-1/3 

98 to 100 lbs. 


The calculations mentioned above have only to be taken for 
guidance and should not be depended upon entirely. It is desir¬ 
able to make test weighments every season in the case of each 
commodity as differences are noticeable even from season to 
season. The best way of doing this is actually to weigh a bag of, 
say, Rice, by pouring out the contents into a dealwood box, 
specially made for the purpose and standardizing the divisible 
factor in accordance with the dimensions of the box. Thus, for 
instance, if a dealwood box with inside measurements of 
3' X 2Vc' X 2 / 3 ', i.e. with cubical measurements of 4 V 3 c. ft. 
holds the contents of one bag of paddy containing 164 lbs., the 
total cubic feet of a particular godown when divided by 4Va 
will give the total number of bags contained therein. If instead 
of this a slightly bigger box of 3' X 2 1 // x 2 / 3 ', i.e. with cubical 
measurements of 4i cubic feet is required to contain the contents 
of a bag of any one of the commodities and a divisible factor 
arrived at for that particular commodity. It would then be easy 
to ascertain the contents of a given godown in terms of the parti¬ 
cular unit of sale prevailing in the locality. The other methods 
of ascertaining can also be followed if arrangements for verifica¬ 
tion could be made similarly. It is, however, necessary in every 
case to verify these calculations from time to time and record 
the results for guidance. 

The diversity in the weights and measures prevailing in the 
country is another source of trouble and worry to the banker, 
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especially when one is not conversant with the local markets. 
The railways have given a lead in this respect by adopting one 
standard weight throughout the country, namely, 80 tolas — one 
seer and 40 seers — one maund. A total is of 180 grains and 
the seer thus weighs 2.057 lbs. and the maund 82.28 lbs. The 
Bombay Government standardized the weights and measures by 
legislation in 1932 but the other provinces have not followed up 
by similar legislation with the result in any particular city there 
are now probably as many different maunds as there are articles 
to weigh. Besides the railway or Bengal maund mentioned above, 
there is the factory maund of 74 lbs. 10 ozs. 11 drs., the Bombay 
maund of 82 lbs. 2 ozs. 2 drs., and the Madras maund of 25 lbs. 
For ready reference, some of the principal weights and measures 
are given below along with a conversion guide for conversion of 
existing weights and measures into standard mass and measures. 


PRINCIPAL WEIGHTS AND MEASURES IN USE 


Name of unit 


British Imperial Commodities 

Value 


General 


Tola 

Seer (Standard or Rail¬ 
way or Indian) 

Seer (Factory) 

Viss 

Maund (Standard or 40 
seers Railway or 
Indian) 

Maund (Factory) 


180 grains troy 

2.057 lbs. 

1 lb. 13 5 ozs. 
3.60 lbs. 


82 lbs. 4 ozs. 9 drs. 

74 lbs. 10 ozs. 11 drs. 


LOCAL VARIATIONS 
Calcutta 

Seer—80 tolas .. 2.053 lbs. 

Bazaar Maund . . 82 lbs. 2 ozs. 2 drs. 
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Seer—80 tolas 

Bombay 

.. 2.053 lbs. 


Maund—40 seers 

.. 82 lbs. 2 ozs. 2 drs. 


Maund (Surti) 

.. 39.2 lbs. 

.. Cardamoms.. 

Maund 

.. 82-2/7 lbs. 

.. Tobacco unmanufac¬ 


112 lbs. 

tured. 

.. Coriander. 


168 to 182 lbs. 

.. Sesame, Barley. 


182 to 196 lbs. 

.. Rape and Mustard 


168 lbs. 

Seed. 

., Myrobalans, Jowar. 

Bag 

.. 168 to 196 lbs. 

.. Groundnut, Chillies, 

lior li cwts. 

Pulse, Castor Seed, 
Bajra, Gram. 

.. Turmeric. 


140 to 168 lbs. 

Pepper, Nux Vomica. 


196 to 210 lbs. 

.. Wheat. 


112 to 140 lbs. 

.. Cotton Seed. 

Candy 

.. 588 lbs. 

Raw Wool. 

Candy (Dutch) 

Madras 

.. 672 lbs. 

.. Copra. 

Candy (French) 

.. 531 lbs. 


Maund 

.. 25 lbs. 

., Indigo. 

Tulam 

Tuticorin 

.. 14 lbs. 

Groundnut Cake. 


15 lbs. 

.. Chillies. 


20* lbs. 

.. Sugar. 


Negapatam 


Seer—24 tolas or 

8 palams 

.. 9-3/5 lbs. 

.. Chillies, Ginger, etc. 

Maund 

Coconada 

.. 25 lbs. 

.. Turmeric. 

Candy (French) 

Cuddalore 

. . 530 lbs. 

Groundnut. 

Candy 

Cochin 

.. 600 lbs. 

.. Copra. 

Maund 

Mangalore 

.. 28 lbs. 

Cocoanut Oil. 


32 lbs. 

Copra. 
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CONVERSION GUIDE 

BRITISH METRIC 


1 pound 

— 0.454 kilo 

1 kilo 

= 2.205 pounds 

1 pint 

— 0.568 litre 

1 litre 

= 1.760 pints 

l foot 

— 0.305 metre 

1 metre 

= 3.282 feet 

1 inch 

— 2.540-centimetres 

1 centimetre 

= 0.394 inch 

1 gallon 

— 4.546 litres 

1 litre 

= 0.220 gallon 

1 mile 

= 1.609 kilometres 

1 kilometre 

= 0.621 mile 


CONVERSION OF EXISTING WEIGHTS AND MEASURES 
INTO STANDARD MASS AND MEASURES 

The value expressed in terms of any weight expressed in 
Gr., Oz., Lb., Cwt., Ton, Tolas, Seers or Maunds or in terms 
of any measure expressed in Inches, Feet, Yards or Miles may 
be converted into the value expressed in terms of a standard mass 
or measure at the rate specified hereunder : 


STANDARDS 

1 grain 0.000064799 kilogram 
1 ounce - 0.0283495 kilogram 
1 pound — 0.4535924 kilogram 
1 cwt. 50.802 kilograms 

CONVERSION TABLE 

1 palam — 

1 viss or 40 palams — 

1 maund or 320 palams rr 

1 candy — 


OF WEIGHT 

1 ton = 1016.05 kilograms 

1 tola = 0.0116638 kilogram 

1 sccr =: 0.93310 kilogram 

1 maund — 37.3242 kilograms 

kilogram = l ,000 grams 

K.G. 0.35 gram 

„ 1.400 grams 

11.200 grams 
„ 223.900 grams 

(to nearest 100 grams) 


STANDARDS OF LENGTH AND CAPACITY 

1 inch 0.0254 metre (exact) 1 mile — 1609.344 metres (exact) 

1 foot = 0.3048 metre (exact) I imperial gallon = 4.54596 litres 

1 yard — 0.9144 metre (exact) 
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Chhataks 

Grams 

Seers 

Kilo¬ 

Grams 

(1 chhatak = 

(in nearest 

(1 seer — 

grams 

(to nearesi 

5 tolas) 

gram) 

80 tolas) 


10 grams) 

1 

58 

l 



2 

117 

2 

’ i 

870 

3 

175 

3 

2 

800 

4 

233 

4 

3 

730 

5 

292 

5 

4 

670 

6 

350 

6 

5 

600 

7 

408 

7 

6 

530 

8 

4^7 

8 

7 

460 

9 

525 

9 

8 

400 

10 

583 

10 

9 

330 

11 

642 

1 1 

10 

260 

12 

700 

12 

1 1 

200 

13 

758 

13 

12 

130 

14 

816 

14 

13 

60 

15 

875 

15 

14 




16 

14 

930 



17 

15 

860 



18 

16 

800 



19 

17 

730 

Maunds 

Kilograms 

20 

18 

660 

(1 maund — 

(to nearest 

30 

27 

990 

40 seers) 

kilogram) 

39 

36 

390 



1 kilogram 

= 1,000 

grams 

1 

37 



. ,, 

2 

75 




3 

112 

DENOMINATIONS 

4 

149 

Commercial weights are of the 

5 

187 

following denominations : 

6 

224 




7 

261 

Cast Iron 

Brass/Bronze 

8 

299 

Weights 

Weights 

9 

336 




10 

373 

Kilo- Grams 

Kilo- 

• Grams 

11 

411 

grams 

grams 

12 

448 




13 

485 

50 500 

20 

500 

14 

523 

20 200 

10 

‘ 200 

15 

560 

10 100 

5 

100 

16 

597 

5 

2 

50 

17 

635 

...... a - 

1 

. 20 

18 

672 

1 


10 

19 

709 



5 

20 

746 



, . 


l 
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Conversion Table—( Contd .) 


Palams 

Grams 

Viss 

(1 viss = 
40 palams) 

Kilo¬ 

grams 

Grams 



1 

1 

400 

1 

35 

2 

2 

800 

2 

70 

3 

4 

200 

3 

105 

4 

5 

600 

4 

140 

5 

7 

,. 

5 

175 

6 

8 

400 

6 

210 

7 

9 

800 

7 

245 




8 

280 

Maunds 

Kilo¬ 

Grams 

9 

315 

(1 maund = 

grams 


10 

350 

8 viss) 



11 

385 




12 

420 

1 

11 

200 

13 

455 

2 

22 

400 

14 

490 

3 

33 

600 

15 

525 

4 

44 

800 

16 

560 

5 

56 


17 

595 

6 

67 

200 

18 

630 

7 

78 

300 

19 

665 

8 

89 

500 

20 

700 

9 

100 

700 

21 

735 

10 

111 

900 

22 

770 

11 

123 

100 

23 

805 

12 

134 

300 

24 

840 

13 

145 

500 

25 

875 

14 

156 

700 

26 

910 

15 

167 

900 

27 

945 

16 

179 

100 

28 

980 

17 

190 

200 

29 

1015 

18 

201 

400 

30 

1050 

19 

212 

600 

31 

1085 




32 

1120 

Candy 

Kilo¬ 

Grams 

33 

1155 

(1 candy = 

grams 


34 

1190 

20 maunds) 



35 

1225 




36 

1260 

1 

223 

900 

37 

1295 

2 

447 

700 

38 

1330 

3 

671 

600 

39 

1365 

4 

895 

400 



5 

1119 

300 


1 kilogram = 1,000 grains 
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THE CONVERSION TO METRIC WEIGHTS AND MEASURES— (Contd .) 
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Feet 1 2 

Centimetres ..31 61 

[. Inches to Millimetres: 

Inches ..1 2 3 4 5 6 7 8 9 10 11 12 

Millimetres .. 25.40 50.80 76.20 101.60 127.00 152.40 177.80 203.20 228.00 254.00 279.40 304.80 
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Gallons ..1 2 3 4 5 6 7 8 9 10 

Litres .. 4.55 9.10 13.64 18.18 22.73 27.28 31.82 36.37 40.91 45.46 
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Iii the case of storage of produce in bags, verification is 
comparatively easy. But even in this case, there are difficulties. 
The borrower, as usual, will be inclined to store to the maximum 
capacity of the godown and for that purpose would like to use 
up all available space. Unless some space is left between the 
walls and the sides, it is difficult to detect damage by leaky roofs, 
rats, etc. If some space is left counting the lots, numbering them 
and maintaining a chart in the godown itself of all receipts and 
deliveries from time to time will then be facilitated. When stocks 
are thus arranged, verification is easy. Bags must, of course, be 
of uniform size and weight, so that when one or two are picked 
up at random and actually weighed, the total quantity could be 
verified. The contents must also be examined by taking out 
samples here and there. 

A mention has already been made of jaggery a portion of 
which oozes out as thin liquid after some time so that the bag 
in which it is stored assumes an irregular shape and the weight 
gets reduced by continued storage. Goods such as chemical 
manures, dry copra, tamarind, etc., are instances where accurate 
counting is not possible even though they are stored in bags 
because of the odd shapes they take under pressure from above. 
In all such cases, cubical contents must be calculated in the same 
manner as in the case of loose storage and due allowance must 
be made on a liberal scale of say 10% for intervening vacant 
space between the bags. In such cases, storage in the presence 
of the bank’s godown-keeper is arranged and if this is not pos¬ 
sible, weighment is the best solution of the problem. 

In the case of commodities like kappas and cotton in borahs, 
jute, coir yarn, etc. in bundles, the verification of stocks is diffi¬ 
cult. The quantity is determined also by the pressure applied 
for purposes of storage in bags. The quantity in such cases 
cannot be ascertained either by cubical contents or by counting 
the number of units. Weight alone matters. Storage is arranged 
in the presence of the bank’s godown-keeper whenever possible. 
In the case of kappas and cotton, borahs, i.e. large bags specially 
stitched with gunny cloth for holding cotton or kappas, are 
usually weighed and the weight is recorded by assigning a special 
number to each borah and marking thereon the number of the 
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borah and the weight. Quantity could then be verified by pick¬ 
ing out at random a few borahs and actually weighing them. In 
the case of other commodities mentioned above, the bundles havfc 
a uniform weight which can also be tested by picking out a few 
samples. As counting is difficult, storing is done in the presence 
of the godown-keeper or a test weighment is made of a particular 
lot picked out at random. 

On intimation from an intending borrower that a godown 
is ready for delivery to the bank the godown-keeper’s first con¬ 
cern is to satisfy himself that the godown is suitable and that the 
produce is stored in such a way as to permit proper inspection. 
He takes the measurements of the contents, i.e. length, breadth 
and height, and enters these particulars together with the number 
of bags arrived at by calculation of cubical contents, the situa¬ 
tion of the godown, borrower’s name, etc. in a book maintained 
by him for the purpose. Having assured himself by careful 
verification and discreet enquiries that the contents are in order 
and, having examined the quality, he then secures the godown 
by placing the bank’s padlock on every door and trap door. 

The duties and responsibilities of a godown-keeper are 
important and varied. He keeps himself in close touch with the 
bank’s borrowers and watches the trend of market prices. He 
acquaints himself with the methods of storage and verification of 
all the different commodities that are offered as security. He is 
also conversant with the local weights and measures. In several 
cases, goods are stored in his presence as subsequent verification 
is not possible and so he keeps a regular record of such work. 

In the case of produce stored in pits, it has already been 
mentioned how a symbolical delivery is effected by the godown- 
keeper locking the gate of the fence which surrounds the pits. 
In the case of kothas and the like, a string or a rope is tied 
round and the bank’s seal is put at the knot. It may at first sight, 
appear that such symbolical deliveries are really not effective and 
the business risky. It must, however, be remembered that in all 
these cases what really matters is the character of the borrower 
and the regard with which he hold’s the bank’s symbol of posses¬ 
sion, namely, the keys of the godown. If a borrower is unscrupu¬ 
lous, it is easy for him to get a duplicate key manufactured and, 
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after removing the goods, lock it again so that there may be no 
outward trace of tampering with the stocks. Just as in such a 
case the unauthorised removal of stock amounts to a serious 
crime, so also in the case of pits and kothas the same criminal 
liability exists. 

Another way of obtaining delivery of goods is by the bank 
taking godowns on rent in its own name and getting the goods 
stored therein. That is possible only in big cities where ample 
godown accommodation is available. In other cases, the display 
of the bank’s sign-board over the place of storage constitutes an 
important step in establishing the fact of pledge of goods to the 
bank, and it server the purpose of notifying the public about the 
bank’s interests and has almost the same effect as renting the 
godown in the bank’s name. The sign-board is therefore dis¬ 
played in a prominent place and securely fastened. The padlock 
with the name of the bank engraved thereon is also a very 
important and even an indispensable factor in establishing the 
rights of the bank as pledgee in the event of a dispute. 

Once the quantity stored in a godown is ascertained and 
delivery of the goods taken, the value is worked out. Raw pro¬ 
duce does not usually have several varieties with large differences 
in prices, as in the case of manufactured goods. Samples are 
taken out and examined with the object of ascertaining the age, 
condition, quality, etc., of the stocks, and then the value is cal¬ 
culated in relation to the current market rates. 

Banks maintain registers showing the periodical fluctuations 
of prices of the various commodities in which they are interested. 
This serves not only as a guide to ascertain the sufficiency or 
otherwise of the margin in each account, but also serves as a 
guide to possible market fluctuations in future years. It will be 
a great help if the Head Office of a bank maintains a record of 
the prices of all the commodities in which the bank is interested 
at its various centres as it will enable them to guide and control 
the branches in their day to day transactions. A record should 
also be kept of the differences in weights and measurements in 
various centres so that, at any given time, they could themselves 
arrive at the prices in various centres and check the statements 
submitted periodically by branches. 
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When the market value is ascertained, the question of 
margin is carefully considered. In the case of staple commodi¬ 
ties margins are generally fixed beforehand looking to the 
steadiness of demand and the facilities for marketing. But these 
margins are not absolute. When market prices are abnormally 
high, the usual margins will not suffice as there is always a 
possibility, if not a probability, of a steep fall in prices. Special 
vigilance is therefore required in accepting the commodities as 
security and in fixing the margin suitable for the occasion. As 
a rule, however, when prices are abnormally high, a bigger margin 
is demanded and when rock bottom prices prevail a lower margin 
is .accepted. 

The position and the worth of the borrower is also taken 
into consideration in fixing the margin in each case as the standard 
percentage of margin is mainly for the average borrower. A first 
class constituent is able to secure, by negotiation, a lower margin 
while a constituent of smaller means is generally required to 
maintain a higher margin. It is therefore a matter of discretion 
for the bank and on a careful exercise of such discretion depends 
the success or failure of a banker. 

The question of margin is also considered in relation to the 
nature of commodities concerned. While commodities like rice, 
wheat, cotton and the like have a steady demand and are easily 
saleable, commodities like cashewnuts, coffee, mica, crushed bones, 
etc., have a market value only under certain conditions and so 
a higher margin is fixed for the latter. Then again, commodities 
like tobacco, where the varieties are numerous and proper grada¬ 
tion and standardization are not available, even a margin of 
75% may not be found sufficient at times and so such commodi¬ 
ties are accepted as securities, if at all, only as collateral. 

Once the bank takes delivery of the goods offered by the 
borrower by way of pledge, and the amount of advance is agreed 
upon, the required documents are executed. There are no hard 
and fast rules about the documents to be taken. Each bank has 
its own set of forms, but they all agree in fundamentals. We 
shall examine at some length the important features relating to 
the various documents taken and their legal implications. Speci¬ 
men forms of documents to be taken for the various types of 
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advances against goods are given in the Appendix. Some special 
features relating to them are discussed hereunder. 

Some banks obtain a formal application from the borrower 
when making an advance against goods. It is useful in proving 
that the advance is made in the usual course of business and 
serves to obviate the plea of ignorance on the part of the borrower 
binding him to the statements he makes to the bank about the 
quality, quantity and market value of the goods offered as security. 

After taking charge of the godown, the godown-keeper certi¬ 
fies to the effect that he has verified the contents of godowns and 
has formally taken charge of the same by placing the bank’s 
padlock thereon. A specimen copy of the godown-keeper’s 
certificate is given in the Appendix. The certificate is made out 
with the help of the pocket note-book maintained by the godown- 
keeper and gives full details about the name of the party, the 
dimensions of the godown, quantity stored, market value, the 
exact time of taking delivery, the number, if any, of the bank’s 
padlock placed on the godown and also a description of the 
godown and its surroundings for purposes of fire insurance. 
This certificate practically forms the basis on which the advance 
is made. 

Here, it may not be out of place to emphasize the importance 
attached to this part of the work of the godown-keeper. The 
safety of the advance virtually depends on the honesty and integ¬ 
rity of the bank's godown-keeper and the care with which he 
discharges his duty. In the case of other secured advances, a 
senior officer of the bank has opportunities of scrutinizing and 
taking into his own custody the security before granting the 
advance. In the case of advances against goods, however, it is 
the godown-keeper that does this responsible work, subject, of 
course, to its checking and verification at some subsequent date 
by an officer of the bank. 

Stock Report : Some banks however do not have the 
system of obtaining these godown-keeper’s certificates but rely 
upon stock reports submitted by borrowers and verified by 
godown-keepers. A godown-keeper’s certificate is useful in the 
case of produce loans which are repaid at the end of or during 
the season, without any additions or deductions to the stocks 
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and wc hereby agree to accept as conclusive proof the result of such weighment and checking as certified by a duly autho¬ 
rised officer of the Bank. * 

Forwarded by : y ours faithfully’ 

Godowrt-keeper. Borrower 
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in the interim period. Where, however, advances are made 
under Cash Credit arrangements and there are frequent storages 
and deliveries, stock reports are obtained from the borrower, as 
per specimen given below, at the time of the first advance and 
periodically thereafter, and also whenever there is a change in 
the total stock position, so that the balance of stock under 
pledge to the bank could thus be confirmed by the borrower 
from time to time. 

This statement obviates the need for taking an application 
from the borrower or obtaining a certificate from the godown- 
keeper as mentioned above. The borrower’s declaration contained 
in the above report is of special importance. The declaration 
binds the borrower to the statement he makes and so any material 
mistake in his statement would amount to criminal misrepresenta¬ 
tion of facts. The declaration covers not merely the quantity, 

and the borrower’s interest in them. A mention is made of the 
fact that there is no other lien, claim or charge on the goods 
and that the advance is made mainly on the strength of this 
declaration of the borrower. 

It is of particular interest to note that the godown-keeper 
does not commit himself in the report to a statement that he has 
verified the goods or taken charge of them ; he merely forwards 
the stock report to the bank. This procedure is adopted mainly 
to relieve the bank of the responsibility of being accountable for 
the exact quantity and quality of the stocks pledged. His position 
is only that of a bailee, and a “ bailee is bound to take as much 
care of the goods bailed to him as a man of ordinary prudence 
would, under similar circumstances, take of his own goods of 
the same bulk, quality and value as the goods bailed ”. 

In the case of a loan account a Demand Promissory Note 
is taken for the amount of the advance. Each transaction is kept 
separate and accounted for independently. This system is suit¬ 
able for produce loans as the advances are seasonal and no partial 
deliveries arc given. Moreover, in the case of commission agents 
who borrow against stocks of their customers, the system is parti¬ 
cularly helpful to the borrowers in maintaining separate accounts 
for their customers. Where advances are made by way of Cash 
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Credits, the Demand Promissory Note is taken not* for the actual 
amount advanced at the time but for the sanctioned limit. The 
Promissory Note is accompanied by a Letter of Continuity afc 
per specimen copy given in the Appendix to continue the liability 
on the Promissory Note. These documents are similar to those 
taken for ordinary overdraft accounts. The borrower is allowed 
to draw on his account up to whatever limit is available accord¬ 
ing to the value of stocks under pledge. This drawing power is 
calculated and recorded in a separate book whenever goods are 
stored or delivered and whenever there is a considerable fall in 
prices. This system saves the trouble of taking fresh documents 
every time goods are stored and facilitates partial deliveries and 
also substitution of goods as and when found necessary. 

Instead of an application for advance and a Letter of Pledge 
some banks obtain from the borrower an ordinary letter as per 
speevmerY %jwen \rv Y\\e fvppen&x., popularly known as Vnc “ Take 
Delivery Letter” requesting the bank to take delivery of the 
goods specified in it. This procedure is simple and has the 
advantage of avoiding Stamp Duty. The Indian Contract Act and 
Sale of Goods Act define the rights and liabilities relating to 
pledges and as the fact of pledge could be proved with the help 
of this letter, it is sufficient for all practical purposes. While the 
procedure is simple it gives room for several doubts and difficul¬ 
ties in the event of the bank having to enforce the security 
because of the several rights the pledger has in such cases. Hence 
this procedure is not much in vogue amongst banks. The system 
of including the declaration made in the stock report in the Take 
Delivery Letter is also in vogue among some banks. But it is not 
advisable to get such a declaration before delivery of stocks to 
the bank since a pledge is complete on delivery of goods actual 
or symbolical and a stock report on the standard form taken on 
delivery is for obvious reasons definitely better than one taken 
before delivery is effected notwithstanding all the solemn declara¬ 
tions contained therein. 

The Letter of Pledge specifies the terms and conditions on 
which an advance is made. It is in the nature of a special agree¬ 
ment, and modifies the rights the pledger has under the law to 
the extent required by the bank. 
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Most of the clauses in the Letter of Pledge are incorporated 
as a result of practical difficulties experienced by banks from 
time to time and a careful examination of the real import of the 
various clauses helps in understanding the several pitfalls in this 
type of business. The writer has found from personal experience 
that neither the bank official nor the borrower takes the trouble 
of going through the various clauses with a view to understand 
the respective rights and liabilities. Even if anything untoward 
happens, rarely does the bank official refer to the clauses in the 
Letter of Pledge ; he would rather rely on his own common sense 
and practical experience or refer to the bank’s legal adviser. No 
apology is therefore reeded to take the reader through the Letter 
of Pledge clause by clause, explaining the implications, in each 
case, however elementary they may at times appear. 

PLEDGE OF GOODS TO SECURE A 
DEMAND CASH CREDIT 

Preamble : The. Bank Limited 

hereinafter called “the Bank”) having at the request of 

.(hereinafter called “Borrowers”) 

opened or agreed to open in the books of the Bank at 

. a Cash Credit Account to the extent of 

Rs . (Rupees .) with the 

Borrowers to remain in force until closed by the Bank and 
to be secured by goods pledged with the Bank IT IS 
HEREBY AGREED by the Borrowers jointly and severally 
as follows : 

The Preamble specifies the names of the bank and of the 
borrowers. The latter agree to be jointly and severally liable 
for the advances made and for the security furnished. In the 
case of partnership firms it is usual for banks to obtain on 
the D. P. Note the joint and several liability of the partners of 
the firms so as to enable the bank to proceed against the personal 
properties of the partners, if for any reason it is felt desirable 
to proceed against them first instead of against the properties of 
the firm. Similarly the signatures of the firm as well as of its 
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partners in their individual capacity are obtained on the Letters 
of Pledge also. 

It has however to be noted that the signatures of people ' 
who are not partners of the firm and are consequently not inte¬ 
rested in the goods of the firm should not be obtained notwith¬ 
standing the fact that they sign the relative pronote jointly and 
severally. That is because the goods belong to the firm and 
those who are not partners of the firm cannot bind themselves 
to the various declarations contained in the Letter of Pledge. 

Some banks include in the Letter of Pledge the words “ as 
administrators, executors, assignees and legal representatives ”. 
This.is not necessary and is perhaps even objectionable for the 
reason mentioned above. 

Clauses : 

1 . “ That the goods described in general terms in the 

Schedule hereto delivered to the Bank under this Agreement 
as security for any sum already drawn or as security for any 
sum or sums to be drawn against the said Cash Credit 
Account are pledged to the Bank or are to be deemed to have 
been so pledged as security to the Bank for the payment by 
the Borrowers of the balance due to the Bank at any time 
or ultimately on the closing of the said Cash Credit Account 
and for the payment of debts and liabilities mentioned here¬ 
under. The expression ‘ the balance due to the Bank ’ in 
this Agreement shall be taken to include the principal moneys 
from time to time due on the said Cash Credit Account and 
also all interest thereon calculated from day to day at the 
rate hereinafter mentioned and the amount of all charges ir 
any way in connection with the pledge or the sale or disposal 
of the said goods.” 

This is a comprehensive clause and covers goods delivered 
to the bank at the time of the execution of the Letter of Pledge 
and any time thereafter. It has to be particularly noted that the 
goods thus delivered form as security for any sum already drawn 
or to be drawn. That is to say, the goods cover advances not 
only to be made thereafter but also advances already made. 
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Some banks have a stipulation stating that the agreement covers 
goods already delivered. It is however doubtful whether an 
agreement of that sort would be valid. It may be remembered 
that there must be some consideration for a valid pledge . If 
goods are delivered before an advance is made, it is just possible 
that the self-same goods may subsequently be pledged to another 
for valuable consideration, before the execution of a Letter of 
Pledge to the bank, in which case the claims of a pledgee earlier 
than the date of the Letter of Pledge will get a better title to 
the goods. Hence it is desirable to obtain delivery of all goods 
which are to form as security, on the same day as the date of 
making an advance or on any subsequent date, but not on any 
earlier date. Likewise any declaration made about the quantity, 
quality, market price, ownership and interest in the goods made 
prior to actual pledge are of no practical value in as much as 
the self-same goods may have been actually pledged to another 
bank instead of the one to which a declaration is given. It is 
also possible that some other goods may ultimately be pledged. 

In the case of a “ Take Delivery Letter ” mentioned above, 
the margin available on goods under a specific pledge cannot be 
appropriated towards any other debts due from the borrower. 
The rights of the pledgee get determined the moment the amount 
due under the pledge is paid. By virtue of the clause in the 
Letter of Pledge however, the pledger cannot, by tendering money 
due under a particular advance, get a release of relative goods 
as the goods are delivered to the bank not as a specific pledge 
but as a general pledge and so the margin available in any one 
of the transactions can be appropriated towards any other debt 
of the borrower even if he objects to it. In other words, all goods 
pledged at whatever time it might be, are brought under one 
single agreement instead of each transaction being treated as 
separate and independent of the other. The goods that are pledged 
become security for any sum or sums already drawn or to be 
drawn thereafter under the Cash Credit Account. 

“ The balance due to the Bank ” has been clearly defined 
so as to include not only the principal and interest due thereon 
but also all charges and expenses which the bank may incur in 
connection with the securities or their sale or disposal. This term 
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provides for all contingencies which may possibly arise in the 
event of a forced realisation of the bank’s dues and the right 
of the borrower to challenge any of these expenses is taken away 
from him* 

2. “ That the Borrowers shall not during the continu¬ 
ance of this agreement charge or encumber in any way any 
of the goods pledged nor do or permit any act whereby the 
right of the Bank to the pledged goods shall be in anywise 
prejudicially affected.” 

By this clause, the borrower is prohibited from pledging or 
encumbering any of the goods in which the bank is interested. 
Otherwise, there is a possibility of the borrower creating a charge 
by way of a mortgage or hypothecation on the goods themselves 
or on the available margin to a third party thereby prejudicially 
affecting the interests of the bank. A borrower is usually allowed 
several other facilities by the bank such as purchasing or dis¬ 
counting of bills, issuing Letters of Guarantee or opening Letters 
of Credit and that is done after taking into consideration 
the turnover of business and the margin available on secured 
advances. If the goods or if the margin thereon is encumbered 
by a further charge created in favour of a third party not only 
will the bank’s position get prejudiced thereby but there will be 
conflicting claims also. Hence this clause. 

3. “That the Borrowers shall with the previous con¬ 
sent of the Bank be at liberty from time to time to with¬ 
draw any of the goods for the time being pledged to the 
Bank provided the advance value of the said goods is paid 
into the said account or provided the necessary margin 
required hereunder is fully maintained.” 

Goods are delivered to borrowers by means of special 
delivery orders, a specimen copy of which is given in the 
Appendix. Delivery is effected on repayment of the amount of 
advance by issuing these orders to the borrowers for presentation 
to the godown-keeper and obtaining delivery of relative goods in 
the usual course. Oftentimes the borrower does not draw from 
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his account all the amount he is entitled to draw or there may be 
an increase in drawing power owing to a rise in prices. On all 
such occasions goods may be delivered to the borrower without 
payment of cash. This clause makes a special provision for such 
facilities. Goods are sometimes deposited in substitution, instead 
of paying in cash, towards the value of the goods proposed to be 
taken delivery of. Some banks have a clause in their agreements 
which enables such substitution. Otherwise, a fresh advance will 
have to be made against a further deposit of goods and out of the 
proceeds of such an advance repayment of the original advance 
will have to be made. Some other banks have a special clause 
for delivery of good; under pledge to the borrower for the specific 
purpose of processing or packing or clearing, shipping, etc. In 
such cases the bank’s pledge continues and does not get deter¬ 
mined simply because the goods are held by the borrower. In 
such cases the borrower is in the position of trustee of the goods. 

4. “ That the right of the Borrowers as unpaid sellers 

of any of the goods pledged with the Bank shall be a secu¬ 
rity to the Bank for the above mentioned advance.” 

This clause transfers the unpaid vendors lien from the 
borrower to the bank, a right which becomes very necessary in 
case an unscrupulous borrower sells the goods under pledge 
without the knowledge of the pledgee. This clause vests in the 
bank all the rights which the borrower happens to have as unpaid 
vendor. It sometimes happens that the borrowers remove the 
goods from the godowns unauthorisedly and sell them without 
the knowledge of the bank. In such cases, the borrowers are 
criminally liable but the bank would naturally be more anxious 
about recovery of its moneys than about prosecuting the borrower 
for the offence. By virtue of this clause the banker may trace 
the goods which have unauthorisedly been removed from the 
custody of the bank and by notifying the buyer of the facts, suc¬ 
cessfully enforce his claim to the proceeds exercising all the rights 
of an unpaid vendor which the borrower may happen to have at 
the time. Section 53 of the Sale of Goods Act reads as under : 

Effects of sub-sale or pledge by buyer : (1) Subject 

to the provisions of this Act, the unpaid seller’s right of lien or 



PRODUCE UNDER PLEDGE 


63 


stoppage in transit is not affected by any sale or other disposition 
of the goods which the buyer may have made, unless the seller 
has assented thereto : 

Provided that where a document of title to goods has been 
issued or lawfully transferred to any person as buyer or owner 
of the goods, and that person transfers the document to a person 
who takes the document in good faith and for consideration, 
then, if such last mentioned transfer was by way of sale, the 
unpaid seller’s right of lien or stoppage in transit is defeated and, 
if such last mentioned transfer was by way of pledge or other 
disposition for value, the unpaid seller’s right of lien or stoppage 
in transit can only be exercised subject to the rights of the 
transferee. 

(2) Where the transfer is by way of pledge, the unpaid 
seller may require the pledgee to have the amount secured by 
the pledgee satisfied in the first instance, as far as possible, out 
of any other goods or securities of the buyer in the hands of the 
pledgee and available against the buyer. 

5. “ That the Borrowers shall punctually pay all rents, 
rates, taxes and other outgoings of the godowns and premises 
wherein the pledged goods shall be and keep the same from 
distress.” 

It is generally arranged that the borrowers pay all rents and 
expenses connected with godowns. The bank is not liable to pay 
them to the landlord unless the godowns are rented in bank’s 
name. The landlord can take out a distress warrant and attach 
the goods for arrears of rent subject however to the bank’s pledge 
but he cannot prevent the bank from selling or removing the 
goods from the godowns. Even so, disputes arise and to make 
the position clear, this clause is incorporated. 

6. “ That all goods pledged to the Bank shall be 
insured by the Borrowers against fire and also if required 
by the Bank against damage by riot and civil commotion in 
some insurance office approved by the Bank for the full 
market value of such goods and such policies will be deli¬ 
vered to the Bank together with all receipts for premia paid 
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thereon. If the Borrowers fail to so insure the goods or 
fail to deliver the policies or receipts for premia as aforesaid 
the Bank shall be at liberty (without being bound to do so) 
to effect in its own name such insurance at the expense of 
the Borrowers. All moneys received under any such insur¬ 
ances shall be applied in or towards liquidation of the 
balance due to the Bank under the said account.” 

Banks insist on goods held by them as security being insured 
against risk of fire and at times even against risk of strikes, riots, 
civil commotion, floods, theft etc. As the risk of fire in the case 
of agricultural produce is comparatively small, borrowers in India 
are generally reluctant to incur the extra expenditure for fire 
insurance. This clause empowers the Bank to effect insurance 
in case the borrower fails to do so. This is only an enabling 
clause. It will not be open to the borrower in the event of fire 
to find fault with the Bank for not effecting insurance. Some 
Banks specifically stipulate that the Bank has only a right to 
insure but is in no way bound to do so to avoid any possible 
disputes on this account. Some Banks stipulate for covering riot 
and civil commotion also. Some Banks stipulate that the amounts 
required for insuring the stocks should be paid a week in 
advance. This is all by way of abundant caution. 

7. “ That the Borrowers shall make and furnish to 

the Bank such statements and returns of the current market 
value and other particulars of the said goods and a full 
description thereof and produce such evidence in support 
thereof as the Bank may from time to time require and shall 

maintain in favour of the Bank a margin of.percent 

on the value of the goods and the balance due to the Bank 
for the time being. Such margin shall be calculated on 
such valuation of the goods as shall be fixed from time to 
time, by the Bank.” 

This makes it obligatory on the part of the borrowers to 
furnish required evidence about the market value of stocks under 
pledge and to maintain the stipulated margin in the account and 
avoids any possible dispute under this head. The right of fixing 
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the market value has been reserved for the Bank. The decision 
of the Bank as to the adequacy or otherwise of the margin is 
treated as final. In this clause there is an obligation for the 
submission of periodical reports by the borrower. These reports 
are not so necessary in the case of Joan accounts as they are 
seasonal advances without partial deliveries ; but in the case of 
Cash Credit Accounts where there are frequent storages and 
deliveries periodical stock reports are obtained for checking up 
the records of the Bank. 

8. “ That the Borrowers shall be responsible for 
quantity and quality of the said goods pledged with the 
Bank and also for the correctness of statements and returns 
furnished by them to the Bank from time to time as men¬ 
tioned above. The Bank shall be at liberty at any time 
in its discretion to get the goods weighed and valued at the 
expense of the Borrowers.” 

This clause fixes the responsibility on the borrower for the 
quantity and quality of the goods pledged to the Bank. In view 
of the importance of this matter the provisions of this clause 
have been incorporated in the stock reports also. Any wilful 
misrepresentation by the borrower makes him criminally liable. 
As the goods are in the custody of the Bank, the Bank may be 
held responsible for their safety and answerable to the borrower 
ultimately. But by this clause, the Bank is exonerated if the 
goods are found to be short or less than the weight as shown 
by the borrower. Not only that, the Bank is specially authorised 
at its discretion to get the goods verified and valued at the 
expense of the borrower. 

9. “ That during the continuance of this Agreement 
the Bank shall not be responsible, notwithstanding anything 
to the contrary in Section 152 of the Indian Contract Act, 
for any loss or deterioration of or damage to the said goods 
whether caused by theft, fire, rain, flood, earthquake, 
lightning or any other cause whatever.” 

According to law, Section 151 of the Indian Contract Act 
reads as under : “ In all cases of bailment the bailee is bound to 
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take as much care of the goods bailed to him as a man of ordi¬ 
nary prudence would, under similar circumstances, take of his 
own goods of the same bulk, quality and value as the goods 
bailed.” Hence a pledgee has to take care of the goods under 
pledge in the same manner as he would his own property. A 
pledger can therefore hold the Bank responsible for any loss or 
damage to the goods while they are in Bank’s custody and lead 
the bank into endless litigation if he is so minded. To guard 
against such a contingency, this clause is incorporated. Section 
152 of the Indian Contract Act reads as follows : “The bailee, 
in the absence of any special contract, is not responsible for the 
loss, destruction or deterioration of the thing bailed, if he has 
taken the amount of care of it described in Section 151 The 
writer has in his experience known of many cases of theft occur¬ 
ring in godowns under Bank’s lock and key and the Bank being 
saved from litigation because of this clause. It may, at first 
sight, appear unfair that the Bank should be free from’ the res¬ 
ponsibility of accounting for the goods taken into custody by its 
representatives. It should however be remembered that if the 
Bank is held responsible for losses beyond its control, an unscru¬ 
pulous borrower can put in frivolous claims of loss, damage, 
deterioration and the like and refuse to repay the advance. If 
there is actual loss of some packages through theft, it appears 
manifestly unfair to ask the borrower to bear the consequent 
loss ; but even in such a case as between two innocent parties, 
namely, the banker and the borrower, equity demands that the 
latter should bear the loss unless of course it could be proved 
that the Bank’s representatives were privy to the theft or that 
the theft was due to the negligence or carelessness of the Bank. 
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10. “That interest at the rate of-per cent over 

Bank Rate minimum.... per cent per annum shall be calcu¬ 
lated and charged on daily balance in the Bank’s favour due 
upon the said Cash Credit Account until the same is fully 
liquidated and shall be paid by the Borrowers as and when 
demanded by the Bank.” 

The rate of interest is linked to the Bank Rate and 
is expressed as ... % over that rate and a minimum is also 
stipulated. Some Banks include a condition as to the frequency 
of applying interest to the account such as monthly, quarterly 
or half-yearly rests. Sometimes stipulations such as a minimum 
amount of interest clause i.e., interest being charged on a mini¬ 
mum amount say one-third or half of the total limit sanctioned 
even if the balance goes down below the stipulated minimum are 
included. In some cases, the right to revise the interest rate by 
the Bank after giving due notice is also included as a part of 
this clause. 

11. “ That on demand by the Bank the Borrowers shall 
pay to the Bank the balance then due to the Bank on the 
said Cash Credit Account together with all further interest 
at the rate abovementioned and the amount of all further 
charges and expenses (if any) to the date of payment pro¬ 
vided that nothing herein in this clause contained shall be 
deemed to prevent the Bank from demanding payment of 
the interest for the time being due at the above mentioned 
rate without at the time demanding payment of the balance 
due to the Bank exclusive of such interest.” 

Though a demand promissory note is taken at the time of 
making the advance, the condition that it is repayable on demand 
together with interest is included in the agreement of pledge also 
out of abundant caution. The right of the Bank to collect interest 
alone at its discretion is also embodied in this clause. 

12. “ That if the Borrowers shall fail to maintain such 

margin as aforesaid or if the Borrowers fail or neglect to 
repay to the Bank on demand the balance then due to the 
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Bank or in the event of the Borrowers becoming or being 
adjudicated Bankrupt or Insolvent or executing any Deed or 
Arrangement, Composition or Inspectorship or in the event 
of any distress or execution being levied or enforced upon 
or against any of the property of the Borrowers whether the 
said property shall or shall not be the subject of this security 
or (whether the Borrowers are or are not a Joint Stock 
Company) in the event of any person, firm or company 
taking steps towards applying for or obtaining an order for 
the appointment of a Receiver of the Borrowers property 
or any part thereof or (in the event of the Borrowers being 
a Joint Stock Company) if any person, firm or company 
shall apply for or obtain an order for the winding up of the 
Borrowers or if any such order is made or any step be taken 
by any person, firm or company in or towards passing any 
resolution to wind up the Borrowers or if any such resolu¬ 
tion be passed whichever may first happen it shall be lawful 
for the Bank forthwith or at any time thereafter and without 
any notice to the Borrowers (without prejudice to the 
Bank’s right of suit against the Borrowers) either by public 
auction or private contract absolutely to sell or otherwise 
dispose of all or any of the said goods either together or in 
lots or separately and to apply the net proceeds of such sale 
in or towards the liquidation of the balance then due to 
the Bank.” 

This clause enumerates the contingencies on the occurrence 
of which the Bank could exercise its rights of sale of the securi¬ 
ties. It is of particular interest to note that the Bank is authorised 
to sell the goods without any notice to the Borrowers. Though 
such a power is given, it is usual and necessary to send a regis¬ 
tered notice with acknowledgement due. Borrowers often refuse 
to receive such notices or avoid receiving them purposely. This 
provision prevents the Borrower from setting up at a later date 
the plea of the non-receipt of a demand for repayment or of a 
sale notice. Moreover, this clause gives power to sell goods 
forthwith or at any time in a public auction or by private contract 
thereby giving absolute powers and unfettered discretion with 
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regard to enforcing the security ; otherwise Borrowers can set up 
flimsy and frivolous pretexts to hamper or delay the sale. 

13. “That if the net sum realized by such sale be 
insufficient to cover the balance then due to the Bank, the 
Bank shall be at liberty to apply any other money or moneys 
in the hands of the Bank standing to the credit of or belong¬ 
ing to the Borrowers or any one or more of them in or 
towards payment of the balance for the time being due to 
the Bank and in the event of there not being any such money 
or moneys as aforesaid in the hands of the Bank or in the 
event of such money or moneys being still insufficient for 
the discharge in full of such balance the Borrowers promise 
and agree forthwith on production to them of an account 
to be prepared and signed as hereinafter provided to pay 
any further balance which may appear to be due by the 
Borrowers thereon. Provided always that nothing therein 
contained shall be deemed to negative, qualify or otherwise 
prejudicially affect the right of the Bank (which it is hereby 
expressly agreed the Bank shall have) to recover from the 
Borrowers the balance for the time being remaining due 
from the Borrowers to the Bank upon the said Cash Credit 
Account notwithstanding that all or any of the said goods 
may not have been realised.” 

This clause deals with cases of insufficiency of sale proceeds 
to cover the amount due to the Bank, and gives specifically an 
authority to appropriate towards the deficit any moneys of the 
Borrowers jointly or severally lying with the Bank on any other 
account. The right of set off is thus clearly recognised and kept 
above dispute. Borrowers often assume, though ignorantly, that 
the Bank can sell the goods offered as security but has no right 
to proceed against their other assets. This clause makes the 
position clear. It also happens at times that the goods become 
unsaleable and Borrowers contend that so long as the goods 
under pledge are not sold out, the Bank cannot proceed to realise 
its dues in any other manner. To avoid such a contingency this 
clause specifically authorises the pledgee to take whatever steps 
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he considers necessary to realise the amount due to him even 
if the goods held as security are not sold out. In other words, 
the banker may, at his discretion, recover his dues, by laying 
his hands on such other moneys or securities of the borrowers 
as may be available to him without being obliged to sell the 
stocks under pledge in the first instance. 

14. “ That in the event of there being a surplus avail¬ 

able of the net proceeds of such sale after payment in full 
of the balance due to the Bank it shall be lawful for the 
Bank lo retain and apply the said surplus together with any 
other money or moneys belonging to the Borrowers or any 
one or more of them for the time being in the hands of the 
Bank in or under whatever account as far as the same shall 
extend against in or towards payment or liquidation of any 
and all other moneys which shall be or may become due 
from the Borrowers or any one or more of them whether 
solely or jointly with any other person or persons, firm or 
company to the Bank by way of Loans, Discounted Bills, 
Letters of Credit, Guarantees, Charges or of any other debt 
or Liability including Bills, Notes, Credits and other obliga¬ 
tions current though not then due or payable or other 
demands legal or equitable which the Bank may have against 
the Borrowers or any one or more of them or which the 
law of set off or mutual credit would in any case admit and 
whether the borrowers or any one or more of them shall 
become or be adjudicated Bankrupt or insolvent or be in 
liquidation or otherwise and interest thereon from the date 
on which any and all advance or advances in respect thereof 
shall have been made at the rate or respective rates at which 
the same shall have been so advanced.” 

This is a comprehensive clause giving complete rights to 
the Bank to adjust surplus proceeds, if available as a result of 
sale of goods under security, towards any other indebtedness of 
the borrower which is due or may become due later on. This 
effectively prevents claims for the surplus from third parties or 
even Liquidators of the property of insolvent Borrowers and 
provide for adjustments towards contingent liabilities also. 
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15. “That the Borrowers agree to accept as conclusive 
proof the correctness of any sum claimed to be due from 
them to the Bank under this Agreement a statement of 
account made out from the Books of the Bank and signed 
by the Accountant or other duly authorised Officer of the 
Bank without the production of any other voucher, docu¬ 
ment or papers.” 

This provides against any possible dispute about the accounts 
furnished by the Bank. “ The Bankers Books Evidence Act ” 
gives Banks the privilege of submitting certified statements of 
account without having to produce books in court but this privi¬ 
lege exists only if the Bank is cited as a witness. If the Bank 
itself is one of the contesting parties to a suit, all books of account 
shall have to be produced in court, if so demanded. By this 
clause the Borrower’s rights of demanding production of all the 
vouchers, documents, etc. are waived and an authenticated state¬ 
ment of account furnished by the Bank is made unimpeachable. 

16. “That this Agreement is to operate as security for 
the balance from time to time due to the Bank and also 
for the ultimate balance due on the said Cash Credit Account 
and the said account is not to be considered to be closed 
for the purpose of this security and the security of pledged 
goods is not to be considered exhausted by reason of the 
said Cash Credit Account being brought to credit at any 
time or from time to time or of its being drawn upon to the 

full extent of the said sum of Rs. if re-opened by 

payment to credit.” 

This aims at keeping the pronote as well as the pledge 
agreement as a continuing security and provides against the 
operation of what is popularly known as “ the Rule in Clayton’s 
Case ”. It is, however, doubtful whether this clause will save 
the pronote from getting exhausted by paying in of moneys from 
time to time. Hence as a matter of additional safety, Banks 
take a regular letter of continuity also along with the pronote 
and the letter of pledge. 
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17 “ Provided always that this Agreement is not to 

prejudice the rights or remedies of the Bank against the 
Borrowers irrespective and independent of this Agreement 
in respect of any other advances made or to be made by 
the Bank to the Borrowers.” 

The right of the Bank to proceed against the Borrower not¬ 
withstanding this agreement on account of other advances made 
or to be made is ensured by this clause. 

18. “ In case the Borrowers shall be a firm or members 

of a firm no change whatsoever in the constitution of such 
firm during :he continuance of this Agreement shall impair 
or discharge the liability of the Borrowers or any one or 
more of them thereunder.” 

This clause provides for the continuance of the liability of 
the Borrowers under the Agreement despite any change in the 
constitution of the firm or its members. 

Some Banks include several other clauses to their pledge of 
goods agreement such as provision to debit customers account 
for the monthly emoluments of the godown clerk and peon 
appointed to look after the godown, also about acceptance of 
the particulars of goods pledged as correct namely description, 
condition, quality, quantity as furnished by the Borrower, the 
correctness of the particulars not to be challenged by the 
Borrower. Some Banks have a declaration of ownership of the 
goods and of the documents of title pledged with the Bank stating 
that such documents arc genuine and that they have no prior 
lien, advance or charge. This declaration is usually included 
also in the stock report submitted by the borrower. 

Sometimes godowns are taken up in the premises of the 
Borrower himself or of the owner without any independent 
access. Either of them may refuse to allow access to the godown 
in which case the Bank finds it difficult to get at the security. To 
ensure independent access a clause as stated below is included 
in the pledge of goods agreement. 

44 That the Borrowers undertake to have the security pledged 
or to be pledged with the Bank stored in godowns to which 
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the Bank has free and independent access, but if the Bank 
agrees as a special case to accept a godown situated within 
the premises of the Borrowers or of any third party and/or 
to which free and independent access is not available to the 
Bank, the Borrowers hereby agree : 

(a) that the Bank shall continue to occupy the said godown 
for storing the pledged goods during the period of 
continuance of the security and the possession of the 
Bank of the said godown shall not be disturbed and 
shall be without any let or hindrance on the part of 
the Borrowers during the said period. 

(&) That the Bank shall have free access to such godowns 
through the outer gate and other doors leading to the 
said godowns and if such free access is not or ceases 
to be available at any time, the Bank shall be entitled 
at its option to secure free access to the said godowns 
by breaking open locks of all such godowns or doors 
if they are ever found locked or cause to be removed 
any hindrance or obstruction or impediment that may 
exist or be placed in the way of access to the said go- 
downs. The Borrowers agree to indemnify the Bank 
against all costs, charges and expenses or damages 
which the Bank may have to pay or be held responsible 
for to any person for breaking open the said locks 
and/or for removing the obstruction, hindrance or im¬ 
pediments to the free access of the godowns. 

(c) That without prejudice to the rights of the Bank men¬ 
tioned above, the Borrowers agree to indemnify the 
Bank against all losses or damages caused to the Bank 
on account of any obstructions or hindrance to the free 
access of the Bank to the said godowns. 

A condition is sometimes included in the agreement giving 
liberty to the Bank to lease out or use its own godowns for 
storing goods and charge rent from the borrower and also to 
remove goods from one godown to another at its choice, expenses 
being debited to the borrower’s account. 
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Some Banks insist on the Borrower maintaining a separate 
register of security pledged and withdrawn and to furnish daily 
copy of the schedules and stock reports to the Bank, so that the 
books maintained by the Borrower and the Bank could be 
checked up when necessary. 

As regards insurance, it is sometimes stipulated that the 
bank will not incur any liability to the Borrower even if it fails 
to lodge its claim under any policy with the Insurance Company 
within the prescribed time under the policy or for any reason 
whatsoever. A power for the Bank to act as the irrevocable 
attorney of the borrower as regards insurance claim with a right 
to adjust, settle, compromise, or refer to arbitration without the 
consent of the borrower, is also included in the agreement of 
Pledge. 

A clause specifying the Bank’s right to stop making 
advances at any time without previous notice and without assign¬ 
ing any reason whatsoever even though the full limit has not been 
availed of is also included in the agreement. 

When the advances are made to a manufacturing concern, 
where the goods undergo a continuous process like ginning 
factory or a rice mill, some banks, do not keep under lock and 
key, the raw and finished products but station on the premises 
a godovvn-keeper or a watchman who locks the gate overnight 
and keeps it open during day time. In such a case all the goods 
within the premises including those in process are deemed to be 
pledged to the Bank and the Bank exercises effective control over 
the stocks through its representative stationed on the premises. 
Such a procedure has been found eminently suitable for the 
borrower, while it has been found from practical experience that 
it satisfies all the requirements of a valid pledge. This system 
obviates the need of a godown-keeper effecting deliveries by 
staying on the premises for a long time and avoids the unautho¬ 
rised handing over of the keys of the godown to the Borrower 
whenever required. 

In spite of all the provisions discussed above it must how¬ 
ever be understood that the protection under the various clauses 
will be available to the Banker only when he exercises the powers 
thereunder in a reasonable and bona-fide manner. The borrower 
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can always dispute in a court of law the rights of a banker 
secured under this agreement if he can prove that the Bank had, 
not acted fairly and properly. 

On repayment of the advance in full, the Bank issues a 
delivery order addressed to the godown-keeper authorising the 
delivery of the security mentioned therein to the borrower. The 
borrower obtains delivery of the goods on presentation of the 
delivery order to the godown-keeper, duly discharged by him in 
token of acknowledgement of receipt of the goods specified 
therein. The Delivery Order is an important document and 
should be issued in favour of the borrowers only and marked 
not. transferable. The goods are delivered after obtaining the 
borrowers’ discharge on the back of it. If delivery is to bd made 
to a third party a separate letter of authorization is obtained 
addressed by the Borrower to the Bank, authorizing delivery of 
the goods to the third party, but the delivery order itself should 
bear the usual unqualified discharge of the Borrower. This 
precaution is necessary because the Bank is merely redelivering 
goods originally taken delivery of by way of pledge and is not 
a seller with full rights of propriety over it. If these precautions 
are not taken, the delivery order may be transferred from one 
person to another and the Bank made answerable for any defect 
with regard to the quantity, quality or title to the goods. The 
Bank’s delivery order is issued only for a limited purpose ; 
namely to evidence actual delivery of goods back to the borrower 
and is not allowed to be used for any other purpose. 

The books to be maintained by banks in connection with 
advances against produce depends to a large extent on the nature 
and volume of business available. A brief description of the books 
maintained is given below, having in mind the working of a 
bank with a moderate volume of this business. Specimen pages 
of some of these books are given in the Appendix for ready 
reference. 

1. Securities Register : All documents received from 
time to time in connection with produce loans are entered in 
this register in serial order. 

2. Produce Loan Ledger : Where advances are made 
in the shape of individual loans a separate serial number is given 
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to each loan and is separately entered in this ledger. 

3. Liability Ledger : The total liability of each bor¬ 
rower to the Bank, directly as well as indirectly, is noted in this 
ledger, so as to enable the Bank to ascertain the total liability 
of each borrower on any given date. 

4. Stock Book : A stock book is maintained where the 
details of goods lodged and delivered from time to time in each 
godown are noted. Where a customer has more than one go- 
down, a separate page is allotted for each godown and where a 
godown contains different varieties of goods of the same bor¬ 
rower they are marked separately in the page allotted for the 
godown. In the case of Cash Credits, the drawing power is 
worked out in the same book or in a separate book maintained 
for the purpose according to circumstances. At every storage 
or delivery the value of the goods is added or deducted as the 
case may be and the drawing power worked out accordingly. 

5. Inspection Register : Where the advances are sea¬ 
sonal and of a particular type without any variation from the 
date of advance till the date of repayment, a special register is 
maintained where the godowns in each locality with full details 
arc recorded and the dates of periodical inspections are noted 
against each. Inspection reports are not submitted except in the 
case of those godowns where irregularities are found. This 
system is adopted where there arc several godowns and submis¬ 
sion of the inspection reports for each godown is found cumber¬ 
some and unnecessary. 

6. Insurance Register : An insurance register is main 
tained wherein the policies that arc taken out to cover the goods 
under security to the Bank are noted along with their due dates. 

7. Key Register : Where advances arc made on a large 
scale against produce, Banks get padlocks specially manufac¬ 
tured for them with their name engraved thereon and with serial 
numbers both on the locks and the corresponding keys in 
duplicate. To have a proper control on the locks a register is 
maintained with the serial numbers recorded therein. The 
number of the lock used for a particular godown is noted in the 
register. At the end of the season the locks are gathered again 
to be tested, oiled and kept ready for use next season. This 
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enables the Bank to keep a close watch on the stock of locks 
and, if any keys are lost, the duplicate could be easily traced., 
The numbers of the locks are noted on the godown-keeper’s 
certificates or on the preliminary stock reports for guidance in 
case the keys are lost. 



CHAPTER IV 


PRODUCE UNDER HYPOTHECATION 

Produce can be kept under bank’s lock and key by way of 
pledge so long as it is in its raw condition but during the period 
it undergoes some industrial process or other which prepares it 
for the market, the possession of stocks must necessarily remain 
with the miller or with the factory owner. Banks therefore have 
no other alternative but to accept such stocks as security by way 
of hypothecation only instead of the usual pledge if they desire 
to finance the business. 

It will be remembered that hypothecation implies that the 
possession and property in the goods remain with the borrower 
and only an equitable charge is created in favour of the lender. 
This is not a very satisfactory position for the banker as he 
cannot have a preferential claim in the event of the insolvency 
of the borrower or in case of an attachment of the goods by 
another creditor or if the goods are pledged by the borrower 
to a third party who has no notice of the hypothecation to the 
banker. Experience, however, has shown that though advances 
against hypothecation of goods arc more risky than advances 
against pledge of goods, the percentage of losses through dis¬ 
honesty of borrowers is very small and so these advances form 
a fairly large proportion of the total advances of banks against 
goods. No doubt greater vigilance on the part of banks is 
required but these hypothecation facilities popularly known as 
open loan facilities are extended only to people of established 
reputation ; and, as observed earlier, the fear of a criminal pro- 
sccution has a wholesome and deterrent effect even on a some- 
what dishonest borrower. 

Generally, advances against hypothecation of goods are 
made only if the goods cannot be kept under the bank’s lock and 
key. These hypothecations occur mainly in the case of industrial 
processes which prepare agricultural produce for the market such 
as nee hulling, flour milling, groundnut decorticating, oil milling 
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cotton ginning and pressing etc. It will be noted that in all these 
cases raw produce comes and goes out in large quantities almost 
every day during the season. The self same stock does not 
remain in the open for more than a few days or weeks but the 
arrivals and despatches will be so continuous that there will be 
always a certain minimum quantity lying, all over the premises. 
It is against such fluctuating stocks that advances are required 
and as, by the very nature of the business, they cannot be kept 
in the possession of the bank under lock and key they are usually 
accepted as security by way of hypothecation. Exceptions arc 
however made in the case of large industrial undertakings where 
the working is not seasonal but is continuous throughout the year 
and where, because of the volume of business, a charge on all 
such stock is deemed sufficient even though a portion of such 
assets could perhaps be kept under lock and key. 

In the case of limited companies the charge on goods 
hypothecated to the bank is registered with the Registrar of Joint 
Stock Companies and this serves as sufficient notice to the public 
of the bank’s charge in the goods. 

In the case of partnership firms, usually the partners are 
independent businessmen, each watching his own interests and 
automatically acting as a check on undesirable practices, if any, 
of the others. Moreover, apart from criminal liability, the bank 
has recourse against the personal properties of the partners and 
this serves as a safeguard in the event of anything untoward 
happening. 

Advances against hypothecation of goods to a private indi¬ 
vidual or a sole proprietory concern is not so safe because the 
borrower alone knows what he is doing and no one else is inte¬ 
rested in keeping a check over him as in the case of partnership 
firms. Books of account as well as business dealings are kept 
secret and so banks have to depend mainly on the periodical 
statements submitted by the borrower. As the hypothecated 
goods can be made to disappear overnight if the borrower is 
thus minded and the banker cannot ordinarily get any inkling 
of it beforehand, some collateral security is generally obtained 
to guard against such contingencies. 
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Agricultural produce which is brought to factories or mills 
for being prepared for the market does not lie over for more 
than a few weeks and so is kept in whatever place that is avail-* 
able at the time in the premises. Sometimes it is in the court¬ 
yard ; oftentimes it is in open verandahs and rarely in godowns 
which could be locked overnight. The storage is usually in bulk ; 
but even if it is in bags, the size and contents of bags will not 
be uniform and so a count of such will not serve any useful 
purpose. When stocks get into the process of manufacture they 
get distributed in several places. There is thus no possibility of 
goods hypothecated to banks being stored in a compact place 
and hence whatever is in the premises of the particular mill or 
factory is generally covered by the Letter of Hypothecation 
obtained by the bank. 

In view of this, the verification of the stocks is a difficult 
task. Storage in bulk is not in any uniform manner so as to 
permit calculation of cubical contents. The stocks are heaped 
up or scattered and so, measuring them by weight is not prac¬ 
ticable. Verification can therefore be only by a rough and ready 
method, to satisfy oneself that the quantity is approximately 
correct. By practical experience the banker is able to get some 
idea of quantity and, by discreet enquiries and by test weigh- 
ments of odd lots, he satisfies himself about the quantity. In 
advances of this nature the banker has to trust the borrower 
to a large extent and depend on the books maintained and on 
the stock statements submitted by him. Local enquiries are also 
made to find out if the statements made by the borrowers about 
the stocks are approximately correct. An accurate counting can, 
no doubt be made, if required, but the procedure involved is so 
elaborate and expensive that borrowers resent such verifications ; 
also because of the undue publicity inevitable in such a proce¬ 
dure savouring too much of a suspicious attitude on the part of 
the banker. 

A strict valuation as in the case of a pledge is not prac¬ 
ticable in the case of these advances since the stocks change very 
frequently and a consideration of their age and condition is not 
purposeful. The average value is generally taken for any parti- 
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cular variety and the prices as recorded in the books of the 
borrower, after a rough verification, are accepted for purposes 
of valuation. 

The first stock report is verified by the godown-keeper and 
forwarded under his signature so that the bank could satisfy itself 
that at the time of the advance the goods specified in the report 
were actually there. Subsequent stock reports which are sub¬ 
mitted, according to circumstances, daily, weekly or fortnightly 
are also verified by the godown-keeper and by the inspecting 
staff. Care is however taken to see that no record is created to 
the effect that the stocks have been checked and verified to the 
satisfaction of the bank because, the possession being entirely 
with the borrower, he alone is responsible for the quantity, qua¬ 
lity and value of the goods hypothecated and any certification 
by the bank about the stocks may lead to complications in the 
event of the matter being taken to a court of law. 

In the case of hypothecation of goods some special pre¬ 
cautions are taken to safeguard the interests of the bank. As 
the goods remain in the possession of the borrower the bank’s 
signboard is displayed prominently on the premises to serve as 
a notice to the public about the bank’s charge on the stocks. 
Wherever the volume of business warrants it, a chowkidar with 
bank’s uniform and badge is stationed at the premises. The 
stationing of a godown-keeper is of great help as he could keep 
a regular account of in-comings and out-goings of stocks and 
thus safeguard the interests of the bank. If any one of these 
alternative precautions is accepted by the borrowers, the hypo¬ 
thecated goods will cease to be in the order and disposition of 
the borrower and the reputed ownership clause in the Insolvency 
Act will have no effect. If however, even the display of sign¬ 
board is waived as is done in special cases, the advance is looked 
upon as more or less an unsecured one. Inspection of stocks 
is done more frequently than in the case of pledges, so as to 
keep the bank in close touch with the borrower and his stocks. 
Such inspections have of course a deterrent effect on any pos¬ 
sible manipulations of stocks by borrowers. 

In some places, the practice is to obtain rent receipts of 
6 
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the premises in the name of the bank to safeguard the bank’s 
position. This, however, is of doubtful value and not always 
feasible. If the borrower himself is the owner of the premises, 
he can easily issue regular rent receipts in the name of other 
people also, besides the bank. If the borrower is a lessee of the 
property, his subletting it to the bank is of no practical value, 
because he could likewise sublet to another person so as to defeat 
the claims of the bank. If the bank were to take on lease all 
the property direct from the owner and step into the shoes of 
the borrower the Jease will have to be for the godowns therein 
as well as for the machinery and the bank will then be liable 
not only for the rent of the whole premises but also for any 
damages to the machinery. In the case of a pledge or of a 
hypothecation, the bank is under no obligation to pay rent to 
the landlord and he cannot legally prevent the bank from remov¬ 
ing the security, his contract being with the pledger and his rights 
being subject to the rights of the pledgee. Hence, obtaining rent 
receipts or leasing the godowns in the name of the bank, will 
not be of much help in the case of hypothecations. 

In the previous chapter the documents usually taken for 
advances against pledge of goods have been considered in detail. 
With regard to hypothecations, besides the D. P. Note and the 
Letter of Continuity, a Letter of Hypothecation is taken. This 
is done even by banks who manage with only the “ Take Deli¬ 
very Letters ” for pledges. It is now proposed to examine in 
detail such of the important clauses of the Letter of Hypothe¬ 
cation as are different from those of the Letter of Pledge. 


“ The . Bank Ltd. (hereinafter called 

4 the Bank ’) having at the request of . 

(hereinafter called ‘the Borrower’) given or agreed to give 

credit facilities in the books of the Bank at its. 

Office to the extent of Rs.by opening a 

Cash Credit Account in the names of the Borrowers and/oi 
by discounting bills of exchange, promissory notes or other 
negotiable instruments which may now have been or may 
at any time hereafter be drawn, made, accepted or endorsed 
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by the Borrowers, either solely or jointly with any other 
party or parties, the arrangement to remain in force until 
closed by the Bank and to be secured by hypothecation of 
goods with the Bank as hereinafter mentioned IT IS 
HEREBY AGREED by the Borrowers jointly and severally 
with the Bank as under : ” 

Preamble : As in the case of a Letter of Pledge in this 
case also the security covers not only the credit facilities given 
thereafter but also those already given, that is to say past debt 
also could be secured by a subsequent hypothecation of goods. 
This security covers not only the Cash Credit Account but also 
advances made against bills for collection and the like. 

1. “ The Borrowers hereby hypothecate in favour of 

the Bank the goods described in general terms in the 
Schedule and all other tangible moveable property such as 
products, stock-in-trade and goods, whether finished or raw 
or in process of manufacture, and all articles manufactured 
therefrom belonging to the Borrowers which now are, or 
hereafter from time to time during this security shall 
be brought in, stored or be, in or about the premises, ware¬ 
houses or godowns of the said Borrowers at. 

or anywhere else, including any such goods in course of 
transit or delivery (all which are hereinafter referred to as 
‘the hypothecated goods’) as security for payment by the 
Borrowers to the Bank of the balance due to the Bank at 
any time or ultimately on the closing of the said Cash Credit 
Account and for the payment of all debts and liabilities that 
may now or hereafter be due by the Borrowers to the Bank 
in respect of all bills of exchange, promissory notes or other 
negotiable instruments which may now have been or may 
at any time hereafter be drawn, made, accepted or endorsed 
by the Borrowers, either solely or jointly with any other 
party or parties, and which the Bank may have discounted 
or otherwise become interested in or may hereafter discount 
or become interested in, including all interest, discount, com¬ 
mission, costs, charges and expenses payable to or incurred 
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bv the Bank in relation to such bills of exchange, promissory 
notes or other negotiable instruments PROVIDED ALWAYS 
that the total amount secured by the hypothecated goods 
at any one time and whether made up only of the balance 
due under the said Cash Credit Account or only of debts 
and liabilities in respect of negotiable instruments or partly 
of the one and partly of the other shall not exceed 
Rs .and that if at any time the said 


balance and the said debts and liabilities shall together 

exceed the said sum of Rs.the said 

balance or so much of it as does not exceed the said sum 

of r s . shall be deemed to be secured 

by the hypothecated goods and the said debts and liabilities 
shall be secured by the hypothecated goods only to the extent 

of the excess, if any of the said sum of Rs. 

over the said balance. The expression k the balance due to 
the Bank ’ shall be taken to include the principal moneys 
from time to time due on the said Cash Credit Account and 
on all bills of exchange, promissory notes or other negotiable 
instruments which the Bank may have discounted or become 
interested in, and also all interest thereon calculated from 
day to day at the rate hereinafter mentioned, and the amount 
of all costs, charges and expenses which the Bank may pay 
or incur in any way in connection with the said Cash Credit 
Account or bills discounted account, or the hypothecated 
goods or the sale or disposal thereof.” 


As this is not a case of specific pledge but of hypothecation 
whatever goods, products and movable property, are found in 
or about the borrower’s premises or godowns are deemed to be 
hypothecated to the bank. Hence in an emergency the bank can 
lay its hand on all movable property which is found in or near 
the premises provided it belongs to the borrowers. It is inte¬ 
resting to note that this clause is all-comprehensive and the 
hypothecated goods cover liabilities of the borrower on other 
accounts also such as bills of exchange, promissory notes and 
other negotiable instruments and expenses incidental to their 
realisation. 
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2. “ The hypothecated goods shall be held as the 

Bank’s exclusive property specially appropriated to this secu¬ 
rity and the Borrowers shall not except with the consent in 
writing of the Bank make any disposition of the same or 
part with the possession thereof or create any mortgage, 
charge, lien or encumbrance thereon or any part thereof or 
do anything which would prejudice this security but the 
Borrowers shall be at liberty in the ordinary course of their 
business to sell and dispose of the hypothecated goods unless 
and until they are prohibited to do so by a notice in writing 
given by any part thereof, they shall forthwith pay the sale 
proceeds realised by them into the said Cash Credit Account, 
or shall substitute for the goods sold, new goods of a nature 
similar to those sold and of a market value not less than 
the value of the goods sold. If the Borrowers shall draw 
a bill of exchange for the price of any hypothecated goods 
sold by them or for any part of such price, they shall deliver 
the bill of exchange to the Bank for collection, and in case 
the Bank shall accept such bill for collection, the Bank shall 
be at liberty to pay the amount realised in respect of the 
bills into the said Cash Credit Account.” 

It will be noted that the borrowers arc required to hold the 
goods as the bank’s exclusive property. In other words the 
borrowers are to work as mere agents of the bank and arc not 
to create any other charge whatsoever. They should part with 
the goods only by way of sale and that too in the ordinary course 
of business and only so long as sale is not prohibited. Further¬ 
more, it is stipulated that if and when any of the hypothecated 
goods are sold, the proceeds should be paid into the bank or 
if a bill is drawn on the buyer, it should be handed over to the 
bank for collection and credit of proceeds to the borrower’s 
account. Substitution of goods is specifically permitted whenevei 
goods are sold or withdrawn. These are stringent conditions, but 
so far as third parties are concerned they are not affected by 
them unless it can be proved that they were personally aware 
of the existence of the equitable charge in favour of the bank, 
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Goods are delivered by the borrowers to the buyers and the 
moneys, when realised, are paid to the bank usually after a period 
of about a week or two. Borrowers take care to see that at the 
time of the submission of the periodical statements of stocks the 
position of the account is in order. Though the business is thus 
risky, in actual practice it is found that borrowers usually pay 
up the bank’s dues in preference to all other liabilities because 
of the fear of criminal liability. 

3. “The Borrowers shall permit the Bank, their agents 
and servants from time to time and at all times to enter upon 
any godownr or premises where the hypothecated goods or 
any part thereof may be and to view, inspect and value the 
same and take inventories thereof and shall render to the 
Bank and to their agents and servants all such facilities as 
may be required for any of the purposes aforesaid.” 

This clause gives full powers to the bank to verify or inspect 
the goods if felt necessary. As has already been stated great 
vigilance is required in these advances and the banker does not 
hesitate to enter into possession in case he has reasonable doubts 
about the intentions of the borrower. 

4. “ The Borrowers shall pay the rents, rates, taxes, 
outgoings and other charges of the godowns or other pre¬ 
mises in which the hypothecated goods are stored and shall 
keep the hypothecated goods free from any distress, attach¬ 
ment or other adverse claim. If the Borrowers shall fail 
to perform any of their obligations under this clause, the 
Bank shall be at liberty, but not be bound to make any 
payment which the Borrowers shall have failed to make and 
to pay any sums required for freeing the hypothecated goods 
from the distress, attachment or other adverse claim and 
to debit all moneys so paid by the Bank to the said Cash 
Credit Account.” 

In this clause, there is a stipulation about payment of taxes 
etc. by the borrower with a specific authority to the bank to 
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pay them, without being bound to do so, and to debit them to 
the borrower’s account. 

5. “ The Bank and any of its officers and other 
employees shall be entitled in default of payment of moneys 
hereby secured or in case of any contingency or emergency 
arising which in the opinion of the Bank would make it 
necessary or expedient for the Bank to take possession of 
the hypothecated goods to enter upon any premises where 
the hypothecated goods shall be lying and to take posses¬ 
sion of the hypothecated goods or any part thereof and for 
the purpose of taking possession of the hypothecated goods 
or any part thereof and for the purpose of taking possession 
to break open any outer or other doors of any premises 
where the goods to be taken possession of may be lying and 
to sell either together or in lots and whether by public auc¬ 
tion or private contract or otherwise to dispose of or deal 
with all or any part of the hypothecated goods with liberty 
to buy in at any sale by auction and to rescind or vary any 
contract for sale without being answerable for any loss or 
diminution in price and without being bound to exercise 
any of the powers hereby conferred or being liable for any 
loss occasioned by the exercise of any such power and to 
give effectual receipts and discharges for the purchase money 
and to do all such other acts and things for completing the 
sale as the Bank shall think proper. The Borrowers shall 
not raise any objection to the regularity of any sale or other 
disposition made by the Bank nor shall hold the Bank res¬ 
ponsible for any loss that may without the Bank’s negligence 
arise from any act or default on the part of any broker or 
auctioneer employed by the Bank for the purpose of the 
sale or other disposition.” 

This clause gives the bank absolute authority to take posses¬ 
sion of the goods under hypothecation and deal with them with¬ 
out any fear of consequences. Such stringent provisions are 
required mainly because the property and possession in the goods 
remains with the borrower and also because many obstacles may 
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be placed in the way of the bank realising the security if the bor¬ 
rower so chooses. In the case of pledges, even though the need 
for notice is waived, the notice is, as a matter of prudence, given. 
In the case of hypothecation, demand notice cannot be given 
beforehand because the possession is with the borrower and he 
can deal with the security in any manner he pleases before the 
expiry of the time stipulated by the banker in the demand notice 
for repayment of the advance. Bankers therefore have to and, 
as a matter of fact, do enter into possession as absolute owners 
and without notice to the borrowers if circumstances necessitate 
such a procedure. The borrower remains liable for a shortfall 
in the event of a forced sale and the fact is expressly stated in 
the clause though legally he is anyhow liable. As in the case of 
pledge, a notice of sale must of course be given. 

6. “ The Borrowers hereby declare that all the hypo¬ 

thecated goods are the absolute property of the Borrowers 
at the sole disposal of the Borrowers or are held by them 
as mercantile agents with authority to raise money on the 
security of the goods and that the same are free from any 
prior charge or incumbrance and that all future goods sub¬ 
ject to this Agreement shall be likewise their absolute pro¬ 
perty at their sole disposal or be held by them as mercantile 
agents with authority as aforesaid and be free from any 
prior charge or incumbrance and that the Borrowers have 
not done or knowingly suffered or been party or privy to 
anything whereby they are in anywise prevented from hypo¬ 
thecating the said goods in manner aforesaid and that the 
Borrowers will do and execute at their costs all such acts, 
things and documents for further and more perfectly assur¬ 
ing the hypothecated goods to the Bank as shall be required 
by the Bank.” 

By this clause a declaration is made about the borrower’s 
ownership of the goods or undisputable authority to create a charge 
on them and the bank is appointed irrevocably the agent of the 
borrower with full powers regarding the disposal of the goods 
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so that whatever action has to be taken the bank could do it 
without any further reference to the borrower. 

It will be seen from the above that all possible contingencies 
have been thought of and provided for so that in case of neces¬ 
sity the bank may not be hampered for want of adequate powers 
and safeguards. Even so, as has been observed already, in case 
of hypothecation of goods, should there be any divergent claims 
or disputes whether of other creditors or of the official liquidator 
the possession of the goods alone matters ; the form of the docu¬ 
ment is of little avail. The various declarations of the borrowers 
prove the bona fide nature of the transaction. This must bo 
supplemented by the conduct of the bank and the borrower ; 
the former by making required entries in the ordinary books 
of the bank, by frequent inspections and by calling for periodical 
stock reports etc., and the latter by conforming to the require¬ 
ments of the bank particularly with regard to submission of 
periodical returns, reporting storages and deliveries, paying in and 
drawing out of moneys according to the fluctuating value of 
stocks. In this type of advances more than ordinary care and 
vigilance is therefore required. 



CHAPTER V 


MANUFACTURED GOODS 

Advances against manufactured goods present to the banker 
problems to a large extent different from those relating to advances 
against produce, in its raw condition, produce can be put to a 
variety of uses and so enjoys a wide market but once it under¬ 
goes some industrial process or other or is manufactured to suit 
a particular demand, its marketability gets comparatively reduced. 
And on a correct appreciation of this difficulty and overcoming 
it lies the success or failure of the banker. 

The character and ability of the borrower is of greater 
importance in these advances than in advances against produce. 
In the case of produce, no special intelligence or knowledge is 
required for marketing it as the varieties are few and the channels 
of sale usually well-known and so even an ordinary villager or 
commission agent can store it and do business. The flow of stocks 
from the village to the markets and from the markets to the 
factories or mills is natural and regular. In the case of manufac¬ 
tured goods, there are several forces at work and so the llow of 
stocks from the seaport or from the manufacturing to the con¬ 
suming centres is a matter for careful planning and organisation. 
This requires specialised knowledge and experience on the part 
of the borrower. Banks therefore make a thorough enquiry into 
the standing of the borrower, his experience in the particular 
line of business, his annual turnover, his upcountry connections 
and his relations with the importers or original manufacturers, 
before deciding whether he is good for this type of advance. 

Manufactured goods have, however, some inherent advan¬ 
tages over produce which have made them more readily accept¬ 
able to bankers as security. They arc easy to handle, being well- 
packed. The reader wilt have noticed that the main problem with 
regard to advances against produce is storage and at every stage, 
the costs thereof determine the methods of storage and not the 
banker's requirements. In the case of manufactured goods, it is 
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otherwise. When they leave the place of manufacture they arc 
securely packed to facilitate transport and storage and because 
of the comparatively high value, storage charges are small in 
relation to the value. So borrowers readily conform to bank’s 
requirements by allowing the bank itself to store the goods or by 
themselves storing the goods in godowns approved by the bank. 
Moreover, the dealers in produce are not so dependent on banks 
for finance as they can sell out their stocks readily instead of 
storing them if there should be any difficulty in obtaining finance, 
but it is otherwise in the case of dealers in manufactured goods 
as they depend on banks even for retiring the bills drawn on 
them against the goods and cannot sell out readily. The banker 
is thus able to enforce his conditions. 

Another advantage is the longer duration of such advances. 
Produce is seasonal and is disposed off before the beginning o| 
the next season and hence the average period of an advance 
against produce is only about six months. Bankers are therefore 
embarrassed at having large funds during a part of every year, 
i.e., from May to November popularly known as the dull season 
and consequent loss of interest though this loss is covered to a 
certain extent by an increase in the rate of interest charged on 
such seasonal advances. Advances against manufactured goods 
continue throughout the year and thereby enable the bank to 
quote lower rates of interest to the borrower. 

Advances against manufactured goods have been more 
attractive to bankers than against produce also because the goods 
are stored in big seaports and in manufacturing centres where 
banks have important offices of their own and have experienced 
and senior managers to handle the business. The innumerable 
varieties baffle a banker unless he acquires a thorough knowledge 
of such articles and this a banker is able to do when he is in 
big cities and manufacturing centres. The country banker who 
handles produce does not have comparatively so many varieties 
and for him valuing or marketing the stocks under security is 
not a difficult matter. Moreover, in big places, facilities for 
clearing and storing goods, and for selling them are available on 
an organised scale and so realising the security does not present 
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any special problems. A person dealing in manufactured goods 
has generally several lines of business and the contacts established 
in one transaction enable the banker to secure several other types 
of business as well. 

While advances against manufactured goods have thus 
several advantages to the banker there are as many if not more 
disadvantages and risks in the business. Several varieties of goods 
are manufactured and so it is difficult to know when exactly they 
reach the ultimate consumer as they remain for an indefinitely 
long time in the process of distribution. Standard goods such as 
cloth, heavy chemicals, hardware, etc., have a steady demand 
and are easily marketable and so advances are readily made 
by banks against their security. Fancy goods have only a sea¬ 
sonal demand and cannot be sold at all times even at a sacrifice 
and so banks do not accept them as security. In between the 
standard and the fancy types of goods there are large varieties 
of manufactured goods which are accepted as security and it is 
in ascertaining their exact demand and saleability the banker 
uses his knowledge and experience of this type of business. He 
accepts the goods as security only if they are popular locally, 
have a steady demand, arc of standard quality with a manufac¬ 
turing reputation and are easy to sell. Once the advance is made, 
proper safeguards are taken to see that it does not become stag¬ 
nant. The turnover is carefully watched to ensure that the goods 
move out frequently and that no article is kept over for an unduly 
long period. Deterioration is specially guarded against as certain 
articles stand storage for a long time while some do not. 

Manufactured goods, especially those imported from foreign 
countries, are usually well packed in cases or fully pressed bales 
to facilitate transport and so, during storage, they are arranged 
suitably to facilitate counting and to help in the identification 
of the marks on the packages. Storage is done in warehouses 
or in ordinary godowns in distributing centres. In the principal 
seaports, some warehousing facilities are provided by the port 
authorities but these are utilised mainly by importers who expect 
to reship the goods or who wish to avoid payment of customs 
duty until the goods are actually required. These bonded ware- 
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houses are under the control of the port authorities who issue 
certificates of storage. Delivery is made only when the duty is 
paid. For all practical purposes, these certificates are treated as 
documents of title to the goods and advances are made by banks 
against their security. We shall consider this type of advances 
later on. There are other warehouses in port trust areas but 
they are mainly meant to facilitate exports. In case a borrower 
takes the lease of a godown it is usual to arrange a transfer of 
the lease to the bank. The monthly rent receipts arc made out 
in the name of the bank and the rent is paid by the bank direct 
to the landlord, an equal amount or some agreed amount being 
recovered from the customer periodically. Even if display of 
the bank’s signboard is waived at the special request of the 
borrower, the fact that the godown is in the name of the bank 
establishes an undisputed right of the bank over the goods. Some¬ 
times, banks themselves take godowns on rent to store goods 
of various constituents who offer them as security and charge 
proportionate rent. In this case, the position of the bank as a 
pledgee is of course very much better. 

As manufactured goods are usually securely packed the con¬ 
tents cannot be verified except by opening them ; but opening 
the packages will not suit the borrower as he himself has again 
to deliver them to the prospective customer who will accept the 
goods unquestionably only if the original packing is intact. The 
banker can therefore pick out one or two cases at random and 
get them opened for inspection if necessary, but otherwise depends 
upon the manufacturers’ invoices. The invoices consequently 
assume great importance especially if the goods are imported from 
foreign countries. The invoices contain distinctive numbers and 
marks and the contents of each case are also noted briefly with 
the total value mentioned separately. The goods can thus be 
identified and their contents ascertained. In view of the importance 
of invoices in regard to banker’s advances against manufactured 
goods, it is worthwhile carefully noting all the details regarding 
them in the Stock Register. Generally a prospective borrower 
approaches the bank with a request to accept the required margin 
and to retire the bill relating to the consignment of his goods. In 
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such a case, the banker gets all the documents direct and can 
thus satisfy himself about the value of the goods, their age, 
conditions, etc. When however the borrower retires the bill 
himself and subsequently requests his banker to accept the goods 
as security for an advance, special care has to be exercised. 

Ordinarily manufactured goods arc sold out on a wholesale 
basis within about a year of manufacture and the retailer holds 
them subsequently. Hence the date of invoice is carefully noted. 
Full repayment is insisted upon within a year of the date of 
advance unless of course deliveries arc taken from time to time 
and there is substantial reduction in the original stocks ; 
otherwise there is the risk of holding as security goods which 
have depreciated in value or become out of date in design or 
pattern. 

The manufacturer’s original signed invoice has to be pro¬ 
duced at the time of making the advance ; otherwise there is 
scope for manipulation. It is not so easy to get a substituted 
invoice, especially in the case of goods imported from foreign 
countries. 

A banker docs not ordinarily accept goods for pledge unless 
the borrower has paid for them or has sufficient interest in them 
to pledge. The invoice must therefore have nothing in it to 
show that the goods have not been paid for in full. In other 
words, care is taken to see that there is nothing in the invoice 
that the goods are held on a consignment basis or that the manu¬ 
facturer has a charge either on the goods themselves or on their 
sale proceeds. 

The marks and numbers of cases are noted in the invoice 
and they must, for obvious reasons, be carefully tallied with 
those on the respective cases or bales. 

Manufacturer’s invoices are always available in the case of 
goods imported from foreign countries as they are required for 
customs purposes ; it is easy for banks to obtain them from the 
borrower. In the case of goods manufactured in India, however, 
the manufacturers as well as the wholesale dealers are not very 
particular about invoices and so some difficulty is always experi¬ 
enced in obtaining them. This difficulty is most in the case of 
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dealers who are not direct importers of foreign goods or direct 
purchasers of goods manufactured in India. The wholesale 
dealers cannot pass on the manufacturers invoices as only some % 
portions of a consignment are purchased by the smaller dealers. 
The invoices issued by the wholesaler are not always very accu¬ 
rate or reliable. Even if the invoices of wholesalers are produced 
they are written up in such a slipshod manner that it is difficult 
to depend on their accuracy. In such cases, the banker uses his 
discretion looking to the position and responsibility of the 
borrower. 

Valuation of manufactured goods is always a complicated 
problem. Once the raw product is converted into a finished good 
its value undoubtedly increases correspondingly but its market¬ 
ability proportionately decreases. That is why bankers demand 
higher margins in the case of finished goods. For instance, if 
margin for advances against cotton is 25 per cent, it is 30 per 
cent against yarn, 40 per cent against plain cloth and 50 per 
cent against coloured fabrics. Great care is to be taken to see 
that the goods which are offered as security are of standard qua¬ 
lity and easily saleable. Market quotations arc available for 
standard goods and the value shown in the invoice is a reliable 
guide. When however there are fluctuations in prices the market 
value is likely to differ considerably from invoice value and so 
it is carefully ascertained and noted in the bank’s books from 
time to time. In the case of foreign goods, prices vary in rela¬ 
tion to prevailing exchange rates and so this additional factor is 
specially noted in ascertaining market value. Patented goods and 
goods which have scarcity value only, such as machinery spare 
parts, engines, etc., are not accepted as security except under 
special circumstances. 

The procedure relating to the taking delivery of manufac¬ 
tured goods by the bank’s representative is almost the same as 
in the case of produce loans ; manufactured goods are com¬ 
paratively of higher value and so borrowers readily select good 
godowns even if they are costlier. Storage being in cases or bales 
or packages, verification is easy. The bank’s representative verifies 
the goods with the manufacturer’s invoice and puts the bank’s 
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lock on the godown containing the goods and thereby completes 
taking delivery. 

In some cases, however, the borrower requests the banker 
to retire a bill drawn on him and deposits the required margin. 
It may be a foreign or an inland bill. In either case, the banker 
obtains the relative documents on payment of the full amount 
required to retire the bill and gets the goods stored with the 
assistance of his own clearing agents. In some cases, the help 
of the borrower also is taken for clearing and storing the goods 
by handing over the documents to him after getting a trust letter 
executed. The borrower then clears the goods and stores them 
in the bank’s godown. 

The procedure relating to the execution of documents is 
similar to that of produce loans except that the manufacturer’s 
invoice is taken in addition to the other documents and filed 
with the other papers. Should there be a disparity in invoice 
value and prevailing market prices, a special statement about the 
exact value of the goods is taken. 

In the case of manufactured goods, unlike that of produce 
under pledge, a good deal of detailed information has to be 
recorded and so an entirely different stock register is maintained. 
A specimen copy of such register is given in the Appendix. At 
the time of receiving the goods the details in the invoice such 
as the date, the marks, the numbers, the particular variety, the 
quantity and cost price are noted as also the market value at 
the time of the advance. One page is maintained for each variety 
of goods, or, where the packages are few, sufficient space is 
allowed between each variety tor facilitating reference. The num¬ 
ber of packages of each variety and the respective values out¬ 
standing are balanced with the ledger account periodically. While 
giving delivery, care is taken to see that the same value which 
is originally recorded is deducted and that the particular number 
on the case or bale is marked off in the register. From a glance 
at the register and the respective ledger account maintained for 
the total number of packages, it is easy to know the number 
of cases or bales that are in the godowns. Partial deliveries are 
allowed, care always being taken to sec that as far as possible 
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the goods that are oldest are taken out first. Some banks keep 
for ready reference a record of such stocks in the godown itself 
by having a sheet pasted on a card-board hung on the godown* 
wall showing therein the date and the number of packages received 
and delivered from time to time. 

As advances against manufactured goods are made con¬ 
tinuously without any seasonal adjustments as in the case of 
produce loans, limits once sanctioned are renewed with suitable 
modifications from year to year so long as the business runs 
smoothly. Goods must, of course, get cleared from time to time 
and fresh goods lodged. On account of these frequent fluctua¬ 
tions in stocks, the drawing limit of the borrower varies almost 
daily. Hence a separate book for working out these limits is 
maintained and the advance is made usually by way of cash 
credit. 

In view of the frequent partial deliveries effected, a special 
delivery order book is maintained. A specimen copy of a deli¬ 
very order will be found in the Appendix. It will be noted that 
the goods are specified and in the counterfoil, the balance and 
the drawing limit of the borrower are specially noted. In the 
order itself, a provision is made for delivery against substitution 
of stocks. The order is made out invariably in the name of the 
borrower only, as otherwise, if they are made out in the name 
of third parties, disputes about the quantity or quality, etc., may 
be raised and there will be no end to the troubles occasioned 
thereby. It will also be noted that the delivery orders are made 
not transferable. The borrower is made to sign on the reverse 
in token of receipt of the goods. 

An inspection book is of no use in the case of manufac¬ 
tured goods as there are frequent changes in stocks and so a 
special report is submitted for each godown. Copies of these 
reports are carefully filed for future use and guidance. A key 
register is maintained as the locks do not get back into the bank’s 
custody as in the case of seasonal advances but are in use at the 
godowns for several years at a time. A classification register 
is not kept because of the innumerable varieties. Instead of 
this, a monthly statement is made out classifying the commit* 
7 
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merits of the bank under some main sub-headings like cotton, 
cloth, sugar, hardware, etc. This statement helps in ascertaining 
roughly the position of the bank with regard to advances against 
each variety of goods. 

Several foreign firms have their own branches or agencies 
in this country to represent their manufactures and effect direct 
sales. They book orders from large dealers, themselves figuring 
only as cases-in-nccd in such transactions. The smaller dealers 
prefer to import goods through these firms and so the procedure 
is different. The goods are imported by the firms themselves 
and stored pending delivery to the dealers against payment 
within the stipulated period. Partial deliveries are also allowed. 
These firms generally have their own arrangements with the 
manufacturers abroad for payment of the value of goods at con¬ 
venience. They are therefore able to extend reasonable credit 
to the dealers here and thus function both as bankers and as 
warehousemen. When dealers are unable to dispose off the goods 
within the stipulated time and are obliged to take delivery from 
the importing firms, they seek accommodation from banks. Such 
accommodation is however rarely given inasmuch as the import¬ 
ing firms themselves allow sufficient time for taking delivery of 
goods if it were reasonably safe and their charges for interest, 
godovvn rent etc., arc on a competitive basis. 

In the case of goods manufactured in this country, the 
manufacturers allow enough latitude to their dealers acting 
both as bankers and as warehousemen. Special orders of 
wholesale dealers arc executed by the manufacturers with suit¬ 
able facilities for payment. Deliveries are spread over a fairly 
long period thereby giving an opportunity for selling out the 
goods. After the stipulated period, payment is insisted upon and, 
if they arc not able to sell out, dealers arrange with their bankers 
for advances against goods lying in the possession of the manu¬ 
facturers. These goods are held over for a fairly long period 
pending instructions about despatch to various destinations. In 
such cases, at the request of the dealers, the manufacturers issue 
certificates to the effect that specified goods are held on behalf 
of the bank and will be delivered only to their order. The manu- 
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facturers in such cases are in the position of warehousemen only. 
The advantage to the dealer is that he is saved transport, godown 
and other incidental charges, while it suits the banker also as. 
he is saved the trouble of actually taking delivery of the goods 
and guarding them. In the event of a forced realisation the 
manufacturers themselves are more helpful to the banker than 
other dealers in the line for purposes of sales and hence this 
type of business is readily taken up by banks. 

As has been mentioned earlier, hypothecation of produce 
is resorted to when its pledge is not feasible or convenient. In 
the case of manufactured goods, however, there is ordinarily no 
difficulty in pledging them because they are well packed and 
kept ready for delivery to the wholesaler or retailer. Hence 
advances against hypothecation of manufactured goods are not 
usually made. Manufactured goods could be removed in no time 
by a fraudulent borrower without anyone suspecting or noticing 
it, a thing usually not possible in the case of produce. Retail 
dealers, however, sometimes do ask for and get advances against 
hypothecation of their stock-in-trade. In such a case, the borrower 
would not like the bank’s signboard to be displayed as it would 
affect his credit in the market. Without even a signboard the 
banker finds it difficult to establish his charge over the goods in 
case of emergency. Moreover, the reputed ownership clause in 
insolvency is an insuperable obstacle. If the customer agrees 
to the display of a signboard by a bank it already indicates an 
unsatisfactory financial position and for that very reason a banker 
would not risk his moneys. On a mere hypothecation of stocks 
and without the display of a signboard, a small proportion of 
the total value of goods is sometimes advanced against bankers, 
but such advances are looked upon more or less as unsecured 
advances. 
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DOCUMENTS OF TITLE TO GOODS 

The definition or concept of the expression Document of 
Title to Goods is that the document must be of the kind used 
in the ordinary course of business as a proof of possession or 
control of goods or authorising or purporting to authorise by 
endorsement or by delivery the possessor of the documents to 
transfer or receive goods thereby represented. A receipt or a 
mere acknowledgement of goods specified in it is not a docu¬ 
ment of title in whatever manner it is described. Such a receipt 
docs not represent the goods. The document must ex fade be 
also an unconditional undertaking to deliver the goods to its 
holder. It is only then that it can be a Document of Title to 
Goods. 

A ‘ document of title to goods ’ is also a negotiable secu¬ 
rity, when it is a transferable security. It may not be a ‘ nego¬ 
tiable instrument’ as defined in Sec. 13(1) of the Negotiable 
Instruments Act. But it is a document which is a representative 
of the money and is being treated as such by mercantile usage. 
With the growth of trade and general expansion of commerce 
new kinds of securities have claimed recognition and documents 
of title arc among such securities that are made the subject of 
negotiation so as to make the holder the person entitled to deli¬ 
very. The principle of ‘ negotiation ’ is not peculiar to the 
Negotiable Instruments Act alone. That Act deals only with a 
particular form of contract and is not exhaustive of all matters 
relating to negotiable instruments nor does it purport to deal 
with all kinds of negotiable instruments. It merely regulates the 
issue and negotiation of bills, notes and cheques and even as 
regards them the Act does not deal with the transmission of 
rights in them by operation of law or by assignment by deed. 
Even here. Sec. 14 of Negotiable Instruments Act makes the 
meaning of the word ‘negotiation’ clear as being an act of 
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transfer so as to constitute the transferee a holder of the instru¬ 
ment. And even this Act recognises non-negotiable bills and 
promissory notes. 

According to the Indian Sale of Goods Act, 1930, a'‘Docu¬ 
ment of Title to Goods ’ includes a Bill of Lading, Dock Warrant, 
Warehouse-keeper’s Certificate, Warfinger’s Certificate, Railway 
Receipt, Warrant or Order for the delivery of goods and any 
other document used in the ordinary course of business as proot 
of the possession or control of goods or authorising or purporting 
to authorise either by endorsement or by delivery, the possessor 
of the document to transfer or receive goods thereby represented, 
This definition covers almost all the documents used in mercantile 
transactions. However, it is well to bear in mind at the outset the 
fact that in the case of advances against documents of title to 
goods the ultimate security is the stock of goods represented by 
the documents and not the documents themselves. The documents 
merely enable a person to obtain delivery of the goods in certain 
circumstances and, until he converts them into possession or 
obtains a legal title to the same, there is a possibility of his rights 
being challenged. While, therefore, the question of acquiring and 
retaining the legal title to the goods has to be specially consi¬ 
dered it must always be remembered that the real security are 
the goods themselves and the usual precautions with regard to 
advances against goods have to be borne in mind at every 
stage. 

The Bill of Lading is the only document of title to goods 
which has almost all the characteristics of a negotiable instru¬ 
ment. By endorsement and delivery the transfer of title is com¬ 
plete subject of course to equities and defects of prior title. The 
relative goods are on the high seas and so cannot be taken deli¬ 
very of by the transferee if he wished to do so. Goods take a 
long time to arrive at destination while the relative bills of lading 
arrive much earlier and so, during the interim period, the bills 
of lading are negotiated according to requirements. A bill of 
lading is usually described as a key to the floating warehouse 
on the high seas and the goods mentioned in the bill of lading 
form the security for bankers’ advances. 
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So far as exports are concerned, accommodation granted to 
customers against bills of lading are not treated as advances 
against goods but are treated as bills purchased or discounted, 
The bill of lading is accompanied by a bill of exchange drawn 
on foreign importers on D. A. (Documents against Acceptance) 
or D. F. (Documents against Payment) terms payable on demand 
or after a specified period ; these bills are paid by the drawees 
cither on presentation or on arrival of goods. If the bills are 
drawn under D. A. terms, the accepted bills are discounted in 
the foreign money markets at the ruling rate. Until the amount 
advanced is repaid the accommodation is in effect an advance 
against goods through the medium of a bill of lading, though 
classified differently. 

In the case of certain commodities, however, like mica, 
tobacco, etc., goods are shipped on consignment basis and, on 
tendering the relative bills of lading, banks advance a certain 
percentage of the invoice value. On arrival of the goods, the 
foreign correspondent of the bank arranges for their storage. On 
sale, deliveries arc made against proportionate payment. This is 
practically an advance against goods except that the advance 
is against documents of title to goods and begins from the time 
the goods are on board the ship and continues during the period 
of storage in foreign countries. So long as there is an adequate 
margin and the goods are easily marketable, this type of business 
is not risky, though the advance cannot be considered to be 
absolutely safe so long as the goods are held on a consignment 
basis and arc not sold out. 

Another type of advance in vogue with regard to exports 
is what is sometimes known as a ‘ Shipping Lien Advance 
otherwise known as k Packing Credit ’. The shipper holds a 
letter of credit or contract for shipment to foreign coun¬ 
tries of certain commodities which have to be gathered from 
various places in the country and shipped within a certain period. 
To enable the exporter to gather the commodities, finance on a 
fairly large scale is required. But goods cannot be pledged with 
the bank until the gathering of the goods is completed and the 
goods are actually stored in a particular place. The shipper 
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therefore executes a Letter of Hypothecation giving to the bank 
charge over all goods that are thus being collected from various 
centres and stored at the seaports awaiting shipment. A weekly 
or fortnightly statement showing details of such goods,, is sub¬ 
mitted to the bank to give an idea of the various ways in which 
moneys advanced by the bank are utilised. On railing the goods 
to a seaport, the Railway Receipt is pledged with the bank and 
the shipping lien advanced is adjusted thereby. If instead 
the goods are shipped, the relative bill of lading is handed over 
to the bank with a bill of exchange which is discounted and with 
the proceeds the advance is repaid. So long as the borrower is 
honest and keeps to his engagements the business is safe. These 
facilities are allowed only to first class constituents. 

In an earlier chapter it has been mentioned how several 
large foreign firms with established offices in the important sea¬ 
ports in India import goods themselves and sell them locally 
according to convenience. Hence the need for the Indian importer 
to open letters of credit in foreign countries is reduced to a large 
extent as also the need to seek the assistance of his banker in 
retiring foreign bills. Such of those as import goods direct from 
foreign countries open the required letters of credit through their 
bankers and, on arrival of the relative documents, retire them 
either by paying cash or by arranging for an advance with their 
bankers against the security of the goods. In case of retirement 
of bills by paying cash, importers themselves clear the goods but 
in case where advances against security of such goods arc sought 
for, the banks get the goods cleared through their clearing agents 
or through the help of the importers. Exchange banks in India 
transact a large volume of business by clearing and storing goods 
on behalf of customers and allowing them to obtain partial deli¬ 
veries on payment of proportionate amount. Some of the banks 
have their own godowns with a special staff to clear and store 
the goods. Such advances are allowed to run for a fairly long 
time so long as the requisite margin on market prices is main¬ 
tained. When foreign bills are received and are accepted, they 
are held over in the bank’s portfolio till date of maturity. Ordi¬ 
narily, the bank through which the documents are received finances 
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the importers to the required extent and so bills of lading are 
not ordinarily negotiated in India. 

Bills of lading issued by coastal steamers, are sometimes 
pledged with banks to raise finance for urgent needs and some¬ 
times for payment of customs duty. The advance is made in the 
shape of a loan or a drawing limit in the current account against 
the security of goods covered by the bill of lading. The accom¬ 
modation required is for short periods only and is repaid imme¬ 
diately on arrival of the steamer. A margin of about 25 per cent 
on the value of goods represented by the bill of lading is main¬ 
tained. 

On account of the vastness of the country, transit of goods 
by rail is very common ; and the duration of transit is so long 
that advances against such receipts arc freely sought for and obtain¬ 
ed from banks. In most cases a bill accompanied by a Railway 
Receipt is drawn on the person to whom the goods are sent and 
presented to the bank and so the person sending the goods gets 
accommodation only in the shape of a purchase of the bill and 
not in the shape of a loan or overdraft. In some cases, however, 
goods arc sold out on condition that the bills with R. R.s should 
be paid not on presentation but after the lapse of a stipulated 
period. Thus, for instance, it is sometimes stipulated that pay¬ 
ment within 7 days of presentation entitles the drawee to a rebate 
while payment after 7 days is subject to overdue interest, it being 
understood that payment could be delayed till 21 days after due 
date. The period of 7 days is expected to cover the time taken 
in transit of goods while the limit of 21 days allowed for pay¬ 
ment of bill is an accommodation to the buyer. In such cases, 
banks do not ordinarily buy the bills even though they are drawn 
payable on demand but a certain proportion of the total amount 
of outstanding bills is allowed by way of overdraft. As the rail¬ 
way receipts arc with the bank, the goods covered by them form 
the security for the advance. 

People who get goods by rail sometimes seek accommoda¬ 
tion from banks for retiring such bills on presentation. Where 
the business is on a large scale, necessary arrangements are made 
with the banker for retiring the bills on payment of the required 
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margin. The railway receipts are held as security and on arrival 
of the goods they are cleared and stored. Sometimes the R. R.s 
are handed over to the borrower on a trust receipt for clearing 
and storing the goods in the bank’s godown. Once the goods 
are received into the godowns of the bank, the advance is no 
longer against railway receipts but resolves itself into an ordi¬ 
nary advance against goods. 

In the case of crops like groundnuts which are made ready 
for shipment through some industrial process or other, the stocks 
arrive at seaports continuously in large quantities during the sea¬ 
son for shipment. The shipper pays for the goods at the time 
of .taking delivery in the mofussil and so he requires financial 
accommodation from banks. Mention has already been made 
of the facilities allowed to such shippers under packing credits. 
Such facilities are however rare. The usual practice is to lend 
against R. R.s pledged with banks. Goods are railed in the name 
of the shipper both as the consignor and the consignee, and the 
relative railway receipts are pledged duly endorsed in favour 
of the banker. This gives the bank a constructive possession of 
the goods and so advances are freely made against such R. R.s 
with the usual margin. When the goods arrive they arc cleared 
and stored pending shipment. In the event of the insolvency of 
the borrower, the goods in transit cannot be claimed either by 
the liquidator or by the unpaid vendors because the pledge of 
the railway receipts is held to be tantamount to pledging the 
goods themselves. Further, the railway authorities are bound to 
deliver the goods to the person holding the railway receipt even 
if the consignor and the consignee happen to be the borrower 
himself; and if the railway authorities deliver them to the 
consignee against a letter of indemnity, they do so at their 
own risk. 

The R. R. is a receipt granted by the railways undertaking 
to carry goods to a specified destination and to deliver them 
to the person mentioned therein. The responsibility of the rail¬ 
ways ordinarily ceases once the goods are delivered to the con¬ 
signee on production of the receipt. The R. R. in India has 
assumed such an importance in mercantile transactions that it 
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has been specially included among the list of documents of title 
to goods in the Sale of Goods Act, 1930, and is in practice 
more or less negotiated as a Bill of Lading. 

A decision of the Privy Council in 1934 in a Madras case 
bearing on this subject has clarified the position : 

“ A person dealing extensively in groundnuts used to borrow 
money from a certain bank by endorsing and assigning railway 
receipts and giving letters of lien over the goods. The said person 
was adjudicated insolvent. The oflicial assignee claimed the 
goods under the 4 Reputed Ownership’ clause of the Insolvency 
Act. It was held that there was a pledge of railway receipts and 
such a pledge had the effect of pledging the goods or, even other¬ 
wise, there was a good pledge of a railway receipt as a document, 
and the effect of that was to give to the bank as against either 
the insolvent, or the official assignee, the right to receive the 
goods from the carrier of these goods. Moreover, the endorse¬ 
ment of the railway receipt coupled with the letter of lien to the 
effect that the goods were deposited with the bank by way of 
security, had the effect of passing the goods in the constructive 
possession of the bank irrespective of the fact that there was 
no notice to the carrier.” (Vide 68 Madras Law Journal, 
p. 26 (P.C.) ). 

Usually R. R.s are made out in the names of the borrowers 
and endorsed over to the bank. This is about the best way of 
dealing with R. Rs. Even so, there arc risks. The borrower or 
the consignee might have given to the railways by a special agree¬ 
ment a general lien over the goods for payment of freight, etc. 
in which case, should the freight due from the borrower on some 
other consignment remain unpaid, the railways would get the 
right to withhold the delivery of the goods represented by the 
railway receipt pledged to the bank until such arrears of freight 
relating to other consignments in which the bank is probably 
not at all interested, are paid ; or the borrower may, by making 
a false representation, obtain from the railways a duplicate rail¬ 
way receipt and negotiate it elsewhere; or the borrower himself 
might obtain delivery of the goods on an Indemnity Bond. Should 
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any such contingency arise, the bank would become party to a 
dispute involving intricate questions of law. Similar complica¬ 
tions also might arise if the borrower were to become insolvent' 
before the bank obtained delivery of the goods. 

For the sake of safety the bank might insist on the railway 
receipts being made out in its own name both as consignor and 
consignee. If this is done, the bank becomes liable for freight, 
demurrage, storage as well as for correct declaration of goods. 
Care should therefore be taken to sec that the freight has been 
duly paid in advance and that a correct declaration of the goods 
has been made. The risk notes issued by the railways should also 
be carefully examined because goods arc carried either at rail¬ 
way’s risk or owner’s risk. If it is the former the railways under 
the Railways Act will be responsible for the safe delivery of 
goods at destination and if anything untoward happens they will 
have to make good the loss. If the goods are carried at owner’s 
risk, and this is done at a much cheaper rate, the bank will 
have to look to the owner alone should the goods be lost 
in transit. 

The railway receipts will be of value only if they arc 
endorsed over to the bank or at least to the borrower. A railway 
receipt in the name of a third party is of no value whatever as 
prima facie the bank does not have any hold over it. 

To safeguard its interests the bank can no doubt issue notices 
to the railways of the fact of pledge of such railway receipts. 
But in practice it will be found that this is a cumbersome pro¬ 
cedure difficult for the bank to follow in every instance. More¬ 
over, railway authorities would be reluctant to acknowledge any 
notice of such charge or interest. 

Though the railway receipt is a document of title, it is in 
form merely an authority to take delivery of the goods. Its 
possession does not contain a representation that the holder has 
any implied authority or right to dispose of the goods, and so 
a letter of lien has to be taken from the borrower pledging the 
goods in transit to the bank. A specimen copy of such letter 
of lien will be found in the Appendix. 

This brings us to the question of special precautions to be 
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taken with regard to advances against goods covered by railway 
receipts. It is well to remember that the ultimate security for 
the banker is not the railway receipt but the goods mentioned 
therein and that the railway authorities take no responsibility 
whatsoever about the quantity, quality or value of the goods. 
It is therefore necessary to examine the R. R.s in full detail so 
as to guard against pitfalls. 

In the body of the R.R. the number of packages, the nature 
of the goods and the approximate weight are mentioned. The 
Railways’ responsibility ceases on delivery of the identical goods. 
The Banker has to satisfy himself that the value of the goods 
described in the R.R. cover the accommodation asked for. The 
consignor has to make a declaration to the Railways about the 
contents of the packages and so will be criminally liable for any 
misrepresentation but the Railways have no responsibility in the 
matter to a third party. Instances are known where cotton waste 
was declared as silk, and solidified cement was declared as Delhi 
Camphor and of advances being obtained from banks against 
such R.Rs. Even if the declaration is apparently correct, the 
banker has to use his discretion in verifying the value of 

the goods by looking to the weight mentioned in the R.R. In 

such cases, it is safe to insist on invoices accompanying the bills, 
but merchants are reluctant to furnish the invoices lest their 
trade secrets should leak out. A working knowledge of local 
weights and measures will be of great help for verification in 
such cases. 

The date of the R.R. also has to be carefully examined. No 
one would keep a R.R. with himself for more than a day or 
two as otherwise the consignment might reach destination 
earlier and incur demurrage. If the delay in producing an R.R. 
is unduly long, it is possible the relative goods have already 

been taken delivery of under an indemnity bond or a duplicate 
receipt is being palmed off as a valuable one. The Railway 

company is no doubt liable on the R.R. but then the R.R. itself 
might, in some cases, turn out to be forged one. 

When advances are made against R.Rs. regularly and on a 
fairly large scale, a close examination of contents of the R.R. has 
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to be made and details recorded. For instanco, the invoice 
number also has to be noted in the books of the Bank besides 
the printed number of the R.R. to facilitate reference and identi¬ 
fication. The R.Rs. must be complete as regards other details 
also such as signature of the goods clerk. The destination also 
has to be examined to see that it is correct. The Bank’s rubber 
stamp must be affixed on the R.Rs. to prevent their subsequent 
misuse. 

Lorry Receipts : 

Till the end of the Second World War road transport ot 
passengers and goods was on a limited scale owing to shortage 
of fuel oils. With the dawn of independence in 1947 and the 
subsequent rapid development of the country on a planned basis 
road transport had been developed alongside railway transport to 
avoid transport bottlenecks at several points. New roads have been 
laid and the old ones have been suitably repaired so as to facilitate 
road transport and the manufacture of motor trucks has been 
encouraged. Consequently Lorry Transport has since become 
a common and popular mode of carrying goods from place to 
place as a supplement to Railway Transport. Transport of 
goods by Lorry was until recently restricted to short distances. 
Now goods are being transported by lorries over long distances 
from one end of the country to another. This has brought in 
its train, problems relating to the receipts issued by the Lorry 
transporters. It is therefore proposed to deal with the same in 
this chapter in so far as they relate to Banks. 

It will be remembered that Railway Receipts have been 
recognised as documents of title to goods under the Sale of 
Goods Act, 1932. The Railways have however been statutory 
bodies and latterly have been taken over by the Government and 
because of their standing and worth could be depended upon to 
fulfil their obligations as carriers of goods. They are governed 
by a special Act of the Legislature known as the Indian Rail¬ 
ways Act 1890, wherein their rights and duties are clearly 
defined, Their standard charges are published and arc strictly 
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adhered to. This Act was amended in 1961 so as to make 
their liability similar to that of a carrier instead of that of a 
bailee.* 

The position of the Lorry transporters is however entirely 
different ; They are usually men of limited means owning a lorry 
or two and hiring other lorries as and when needed. They do 
not have standard rates for their services and often under-cut 
rates charged to customers according to circumstances. The 
terms and conditions laid down in the receipts issued by them 
arc not uniform ; and deliveries are effected by them to the 
consignees without insisting on a surrender of the relative 
receipts. Furthermore, as they are governed by the terms of 
the Carriers Act III of 1865 and not by the Railways Act, the 
former being more onerous, they generally insert in their receipts 

'GENERAL RESPONSIBILITY OF A RAILWAY ADMINISTRA¬ 
TION AS A CARRIER OF ANIMALS AND GOODS: Save as other¬ 
wise provided in this Act, a railway administration shall be responsible 
for the loss, destruction, damage, deterioration or non-delivery in transit, 
of animal or goods delivered to the administration to be carried by 
railway, arising from any cause except the following, namely : 

(a) Act of Clod; 

(h) Act of War: 

(c) Act of public enemies; 

(d) Arrest, restraint or seizure under legal process; 

(e) Orders or restrictions imposed by the Central Government or 
a State Government or by any officer or authority subordinate 
to the Central Government or a State Government authorised 
in this behalf ; 

(f) Act of omission or negligence of the consignor or the consignee 
or the agent or servant of the consignor or the consignee ; 

(g) Natural deterioration or wastage in bulk or weight due to 
inherent defect, quality or vice of the goods ; 

(h) Latent defects; 

(i) Fire, explosion or any unforeseen risk; 

Provided that even where such loss, destruction, damage deteriora¬ 
tion or non delivery is proved to have arisen from any one or more 
of the aforesaid causes, the railway administration shall not be relieved 
of its responsibility for the loss, destruction, damage, deterioration or 
non-delivery unless the administration further proves that it has used 
reasonable foresight and care in the carriage of the animals or goods. 
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clauses exonerating themselves from some of the terms adverse 
to their interest and responsibility. 

In view, however, of the fact that Lorry receipts arc offered 
to banks in lieu of Railway Receipts and advances obtained 
against their security, the Indian Banks Association took up the 
task of standardising the forms of Lorry Receipts and drew up 
a list of approved Lorry Transporters. It is therefore interest¬ 
ing and worthwhile to examine the various aspects relating to 
Lorry Receipts. 

The first question to consider is whether the Lorry Receipt 
is, like the Railway Receipt, a document of title to goods. 
The test laid down is that a receipt should be a docu¬ 
ment used in the ordinary course of business and as proof 
of possession or control of goods authorising or purporting to 
authorise cither by endorsement or delivery, the possessor of the 
document to transfer or receive the goods thereby represented. 
Lorry Receipts usually contain the required clauses which would 
ex facie answer the above test. 

Other questions that come up for consideration arc : 

1. The nature and extent of the liability of these carriers. 

2. The elements of risk involved in accepting the Lorry 
Receipts as security for bank advances. 

The legal position and the liability of the carriers under 
reference may be stated as under : 

(a) These transport services are “common carriers” with¬ 
in the meaning of the Carriers Act III of 1865, defined as 
denoting any association or body of persons, other than the 
Government, engaged in the business of transporting for hire 
goods from place to place, by land or inland navigation, for all 
persons indiscriminately. (Goods carried by air are governed 
by the Indian Carriage by Air Act, 1934). 

(b) The liability of these carriers is to give safe and sound 
delivery of all kinds of goods except those that arc described 
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in the schedule * to the Act such as gold and silver coins etc, 
This is an obligation arising not out of any contract in its origin 
between the carriers and the owner of the goods but what arises 
out of their very avocation as common carriers. 

(c) Even if the carrier took as much care of the goods as 
a man of ordinary prudence would take under similar circum¬ 
stances, he would be liable unless the loss occasioned is 
attributable to an act of God, or the enemies of the state or an 
inherent vice. Instances of inherent vice are bad packing, false 
and fraudulent description of goods etc. 

It is held axiomatic that a common carrier is an INSURER 
of goods entrusted to him for carriage and can only excuse him¬ 
self on the ground of act of God or of inherent vice. The 
obligation of the carrier is independent of contract, for indeed 


* The schedule gives the following articles : 

THE CARRIERS ACT (III OF 1865) 

SCHEDULE 


Cold and silver coin 
Gold and silver in a manufac¬ 
tured or unmanufactured state 
Precious stones and pearls 
Jewellery 

'Lime-pieces of any description 
Stamps and stamped paper 
Maps, prints and works of art 
Writings 
Title deeds 

Gold or silver plate or plated 
articles 
China 
Glass 

Silk in a manufacturer or un¬ 
manufactured state, and 
whether wrought up or not 
wrought up with other 
materials 
Shawls and lace 

Cloths and tissues embroidered 
with the precious metals or of 
which such metals form part 
Articles of ivory, ebony or 
sandalwood 

(Art pottery and all articles made 
of marble) 


Trinkets 

Bills and hundies 

Currency notes of the Central 
Government or notes of any 
Bank, or securities, for pay¬ 
ment of money, English or 
Foreign. 

Furs, Government Securities 

Opium, Coral 

Musk, Itr, Sandalwood oil and 
other essential oils used in the 
preparation of Itr or other 
perfumes. 

Musical and . Scientific instru¬ 
ments. 

Feathers 

Narcotic Preparations of hemp 

Crude India-rubber 

Jade, jadestone and amber 

Gooroochand or Gorrochandan 

Cinematograph films and appara¬ 
tus. 

Zahir Mohra Khatai, 



DOCUMENTS OF TITLE TO GOODS 


113 


in many cases it would seem to be inaccurate to speak of a 
contract of carriage as being made between the carrier and the 
consignee. Therefore the position is that a person who has 
suffered loss by the common carriers’ breach of the common law 
obligation can maintain a suit independent of contract. There 
is no question of privity of contract or privity of contract of 
insurance. 

(d) Any special contract to exclude the liability for loss 
arising from negligence or criminal act of the Carriers’ agents 
or servants will be opposed to public policy and deemed void. 

It is of particular interest in this connection to note that 
the liability of carriers is not the same as that of the Railways, 
but was higher until the amendment to the Railways Act in 1961. 
The liability of the Railways was only that of a bailee where 
the care to be taken is only that of a man of ordinary prudence 
while under the Carriers Act the liability is to offer “ safe and 
sound ” delivery. 

The carrier is liable even where he is overwhelmed and 
robbed by an irresistible number of persons. The Carrier will 
also be liable for loss or injury even if it were due to kings’ or 
States’ enemies or, it would seem, due to an act of God. Failure 
to deliver the goods safely is a breach of duty placed on him by 
the common law or the custom of the realm. 

Thus the liability of an insurer is an incident of the very 
position subsisting between the carrier and the owner of the 
property carried and not the result of any contract entered into 
between them so as to come within the purview of the Contract 
Act. 

(i) The Indian Act of 1865 enables the common carrier 
to limit his liability in certain permissible ways by a special 
contract; otherwise the absolute liability which the common law 
imposes is there intact. 

(ii) Even a special contract would however be of no avail 
where the loss or damage has been caused by the negligence or 
criminal acts on the part of the carrier or his agents or servants. 
Such a contract would be void and unenforceable as contrary to 
law and opposed to public policy. 

8 
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The liability of the carrier being thus in the nature of the 
liability of an insurer, even if it were found that the carrier took 
as much care of the goods as a man of ordinary prudence would 
take under similar circumstances the carrier would still be liable 
except where the loss or damage is occasioned by an act of God 
or of enemies of the State or by the inherent vice or defect in 
the goods carried. 

In view of this and to safeguard the interest of Banks who 
advance against Lorry receipts a special bankers clause as given 
below has been included in the Lorry Receipts approved by 
the Indian Bank’s Association so as to extend the liability of 
the carrier even 10 cover acts of God and of enemies of state 
and risks of inherant vice and defects in the goods as would be 
the case if there is a contract of insurance. 

“ Where a Bank has agreed to accept this Lorry 
Receipt as a 4 Document of Title ’ to the goods hereby 
carried, and has become interested as a pledgee or assignee 
or endorsee of the lorry receipt whether before or after 
the entrustment of the goods to the Company for carriage, 
the company hereby agree, in consideration of the same 
to hold themselves liable and shall be deemed to have held 
themselves liable at all material times directly to the Bank 
concerned, as if the Bank were a party to the contract herein 
contained with the right or recourse against the Company to 
the extent of the Bank's interest in the security as such, as 
insurers in terms of the provisions of the Carriers Act III 
of 1865 against any and all risks of physical loss or damage 
under any circumstances whatsoever and to indemnify and 
pay the Bank to the extent of the loss sustained, without 
reference to the consignor or the consignee or the owner 
of the goods carried, notwithstanding the Company's right 
to immunity if any from liability for such loss or damage on 
any ground whatsoever as against the consignor, consignee 
or owner under any contract between them inter se \ and 

its claim direct from the Company 
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Warehouse Receipts : 

Before Independence there were very few warehouses in 
India. The question of conservation of foodgrains was taken 
up in right earnest only after the All India Rural Credit Survey 
Committee set-up by the Reserve Bank of India in 1954 pointed 
out the urgency of setting up warehouses in the Public Sector 
because earlier legislation in this regard did not evoke any 
response from the Private Sector. It was then realised that the 
construction of warehouses must be taken up as a part of the 
Five Year Plans and as a promotional and developmental acti¬ 
vity, so that scientific storage could be provided so as to facilitate 
the extending of the credit facilities by banks. According to 
Governmental estimates, defective storage is reported to have 
resulted in a loss of 5 to 10 per cent of total agricultural pro¬ 
duction caused by insects, mites, rats and moisture. The quality 
of the produce was also adversely affected due to sprouting, 
moulding, loss in viobility, gluttcn deterioration, development of 
acidity and other biochemical changes. It was also realised that 
scientific storage was very necessary for a regulated market and 
also for packing, storing, grading and distribution. Government, 
therefore, passed the Agricultural Produce (Development and 
Warehousing) Corporations Act 1956 for setting up a National 
Co-operative Development & Warehousing Corporation and fof 
setting up Warehousing Corporations in every state. In 1962 
the Agricultural Produce (Development and Warehousing) Cor¬ 
porations Act 1956 was replaced by the National Co-operative 
Development Corporation Act, 1962 and the Warehousing Cor¬ 
porations Act, 1962. The benefits expected by the administra¬ 
tion of the Acts are as under:—(a) Elimination of loss from 
damage and deterioration due to insect pests and moisture; 

(b) avoidance of distress sale to pay off creditors and meeting 
urgent domestic necessities by pledging the goods with the banks 
and obtaining advance to meet the immediate requirements; 

(c) the warehouse receipt being transferable, the ownership of 

produce; (d) provides safety through insurance against fire, 



116 


banker’s advances against goods 


flood and theft; (e) helps evolution and adoption of grades and 
standards for various commodities ; and (f) regulates the flow 
of goods into the market and thus ensures a better price to the 
producer and more equated and less erratic price to the con¬ 
sumer. 

The following are some of the commodities notified by 
Government for storage in Warehouses ; cereals, millets, pulses, 
spices, oilseeds, oil cakes, fertilisers, jute, cotton, wool, sugar, 
jaggery, tobacco, tea, coffee, arecanut, edible oils, cornflour, 
milk powder (C.A.R.E. articles), iron and steel, textiles, insec¬ 
ticides, fungicides, weedicidcs, portland cement, coir, coir pro¬ 
ducts, paper, paper pulp, rubber, lac etcetera. 

All commodities received for storage, whether loose or 
packed, are inspected and graded for proper quality according to 
National Grade Standards. For commodities for which National 
Grade standards are not available, standards acceptable to the 
trade and to the banks arc drawn out by the corporation in con¬ 
sultation with the Indian Standards Institution and the Agricul¬ 
tural Marketing Adviser. All commodities arc graded as Grade 
I, II and III. Agmark grades for various commodities are being 
adopted in the warehouses. Every warehouse is provided with 
a small grading laboratory with basically qualified and trained 
personnel to look after mainly grading and preservation. Grad¬ 
ing facilitates banks to extend easy credit to the depositors. 

All the commodities received into the warehouse arc pro¬ 
perly stacked over suitable dunnage. Different commodities are 
stored separately on stacks and individual identity is main¬ 
tained for individual deposit. The stocks are periodically 
dusted and sprayed with suitable insecticides like Lindane, 
Malathion and Pyrothrum and fumigated whenever necessary 
with fumigants like methyl bromide, E.D.C.T. and Phostoxim 
against insect pests. Rodents, birds and squirrels are kept under 
control on modern scientific lines. The corporation takes both 
the responsibility for quality and quantity. The commodities 
offered for storage in warehouses arc weighed both at the time 
of deposit as well as release, according to the standing instruc¬ 
tions. 
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Since a large number of different types of commodities are 
received for storage, these are separately stacked and stored 
according to the nature and requirements of the commodity. 
Since many commodities like spices, fertilisers, cement, coffee, 
tea, milled products etcetera cannot be stored together in the 
same room, godowns are partitioned to convenient sizes for 
efficient storage and to meet the insurance requirements. For 
delicate and costly commodities like jaggery, sugar, chillies, 
tamarind, tea, coffee, ghee, and oils specialised storage structures 
are constructed at important places. All structures are construct¬ 
ed rat-proof and with moisture proof flooring on modern 
lines. 

In view of the special facilities provided by Government as 
outlined above and also in view of the directions issued by the 
Reserve Bank of India, Banks have taken to advances against 
Warehouse Receipts to as large an extent as possible, charging 
interest at a slightly lower rate. This work has been facilitated 
to a certain extent by the Warehouses issuing receipts marked 
“ Negotiable ”. Banks are thus enabled to advance against the 
security of such receipts without having to get the receipts trans¬ 
ferred to their name. Moreover they need not depend upon the 
Bank’s godown-keepers’ certificates nor have they to travel 
long distances to inspect and verify the stocks. Furthermore, the 
warehouse-keepers take special care not only to store produce 
in an orderly manner but also to take all the required precau¬ 
tions against deterioration in quality. 

Besides the warehouseman who is in charge of the ware¬ 
house, each warehouse has one or more technical assistants who 
examine and analyse the produce from the point of view of 
freedom from infestation by pests and moths and look to their 
preservation during storage. At the time of receipt of produce 
the technical staff of the warehouse draw a representative sample 
from all bags and analyse and grade it according to prescribed 
specifications. Each bag is stencilled with the deposit number 
to distinguish it from the other person’s produce. The stacks 
are built on dunnage mats in straight rows to prevent seepage of 
moisture through the floor. The stack card that is pinned to every 
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stack provides all details regarding ownership, date of storage, 
grade, dates of inspection and treatment with chemicals etc. 

There are however some risks which Banks have to guard 
against while advancing against the security of the Warehouse 
Receipts. Though Warehouses are all bound by the Statutory 
Corporation and the warehouse-keepers' liabilities are clearly 
defined in the conditions of storage, too much reliance should 
not be placed on the face value of the receipts while advancing 
moneys against them. While prior inspections of goods may 
no doubt be waived, frequent inspections should be conducted 
subsequently to verify the quality, quantity, and value of goods 
even though they have been certified by the warehouse-keepers. 
The Banks should not get into a false sense of security just 
because the Warehouse Receipts are issued by specially trained 
people of the warehousing corporations. It should be 
remembered that they arc not as well-trained and competent as 
the Bank's godown-kccpcrs and may not come up to the requir¬ 
ed standards. All the risks of non-existence or disappearance 
of goods, mis-statements as to the quality deterioration while in 
storage and similar defects which are present while the goods are 
in charge of the godown-keepers are also present even when they 
are in the charge of the warehouse-keepers. There is, however, 
one vital difference. In other storages both the Banker and the 
Borrower exercise constant care and vigilance about the stocks. 
In the ease of Warehouse Receipts it is just possible both of them 
develop a false sense of security. Sometimes the warehouse 
keeper himself may be an innocent victim. It, therefore, appears 
desirable and perhaps necessary to fix sime limits for advances 
against the Receipts of a particular warehouse same as is done 
in the case of a particular borrower. As a reasonable safety of 
this type of lending could come out only as a result of long 
experience of the warehouses in particular and the warehouse 
keepers in general, it should be remembered that like the Bill 
of Lading, the Railway Receipt and the Lorry Receipt, what the 
Warehouse-keeper gives is only a receipt which by itself is not 
the security and that the real security lies in the goods themselves 
with all the attendant risks. 
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Air Consignments and Post Parcels : 

Banks advance against Air Consignments and Post Parcels 
to a limited extent by keeping the receipts relating to the con¬ 
signments made to them at various centres. But the notes or 
receipts of the Air Transporters or Postal authorities are not 
documents of title to goods and so the relative goods cannot be 
pledged or hypothecated but as the goods are consigned to the 
banks they are considered adequate security. They can at best 
be treated as being under the Banker’s lien ; that is to say the 
goods can be kept by the Bank until its dues arc paid. Such 
transactions are few and so do not form a sizeable portion of 
Banker’s advance against goods. 

In this connection it may be interesting to note that in the 
Carriers Act 1865 the common carrier is described as a per¬ 
son other than the government engaged in the business of 
transporting for hire property from place to place, by land or 
inland navigation for all persons indiscriminately ”. At the time 
the act was passed there was no transportation by Air. Even 
now there is legislation covering Air Transport namely the 
Indian Carriage by Air Act 1934, but it is intended for Inter¬ 
national transportation purposes and does not apply to inland 
transportation by Air. 
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BANK FINANCE FOR INDUSTRY 

Since independence alongside the development of industry 
by the live year plans the question of furnishing the required 
finance through existing banks came up for consideration quite 
often. The Joint Stock Banks in India have however been shaped 
mainly on the British model. They accept deposits repayable 
on demand or after a fixed period and lend out such moneys 
for financing trade and commerce. Till 1947, when India gained 
Independence, industrial development in the country was entirely 
in the hands of private enterprise. The entrepreneurs were left 
entirely to themselves to build up industry as best as they could, 
Government did not come into the picture except in a small 
way in the shape of loans under the State Aid to Industries Act. 
Thus left to themselves, the industrialists depended entirely on 
their own initiative and on whatever financial resources they 
could command, with the result the development of industry was 
very slow and, in several cases, new industrial enterprises came 
to grief for want of sufficient financial resources, while the older 
ones could not venture to expand their productive capacity for 
want of capital resources. 

In the present planned set-up of Industrial growth and 
development of the country, foreign banks, who established them¬ 
selves in India, could not be expected to finance capital expan¬ 
sion or encourage industry in any way whatsoever mainly because 
they are in India not for financing indigenous trade and industry, 
but mainly for financing the export and import trade of the 
country. Helping the indigenous industry, therefore, has fallen 
to the lot of the Indian Banks. As they were till recently 
following the British banking traditions they could not 
venture to go beyond the trodden path. Before independence 
they had several setbacks due to want of required experience and 
also due to lack of required support from government. More- 
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over the Indian public did not have enough confidence in them 
to enable them to take to the financing of industries in a big way. 
Even so, several bold experiments were made by some banks 
and short and medium term finance was given for capital expan¬ 
sion of existing industries, besides furnishing the required work¬ 
ing finance. 

The primary requirement of an established industry is 
finance for the purchase of raw materials and for holding 
them on till they are manufactured and sold out. Banks 
lend against the security of raw materials whose quantity, 
quality and market price are easily ascertainable. They require 
a margin on the total value of the raw materials ranging 
from 15 to 50 per cent depending upon the nature of the com¬ 
modity. This margin has to be found by the concerned industry. 
That is not easy because, in most cases, the temptation is to put 
all available money in plant and machinery so as to have a 
larger installed capacity. Hence, the finding of the margin 
money is always a continuous problem for the industrialist. In 
most cases, however, the industrialist purchases raw materials 
on credit extending over a period of 3 days to 3 months. He, 
therefore, finds it possible to avail of bank finance against a 
pledge or hypothecation of such raw materials and pay off the 
creditors from time to time. A continuous supply of the raw 
materials is thus ensured. There is, however, a limit to such 
turnover of moneys and so, the industrialists resort to clean 
accommodation from their own bankers and from moneylenders 
and also accept deposits from the public. This becomes almost 
inevitable in the case of industries with an agricultural base 
because agricultural produce is seasonal and comes to the market 
for sale during only a few months in the year. It is economical 
for the industrialists to buy a year’s requirements of raw materials 
at that time so as to take advantage of lower prices, which usually 
prevail during the harvesting season when the supply of produce 
is the largest. Such annual purchases are, however, limited to 
a large extent by the margin money available with them. It is, 
therefore, usual for industrialists to purchase during the season 
the maximum raw materials they could possibly purchase with 
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the working finance they could spare for such purchases and 
whatever credit facilities their bankers extend to them. More¬ 
over, there is always a possibility of a heavy fluctuation in prices 
introducing thereby an element of risk or speculation in such 
purchases so that an industrialist limits his purchase of raw 
materials to stocks that will last only for a period of 3 to 6 
months. That is because he is generally able to sell 3 to 6 months 
forward his finished product. Even if he is not thus able to sell 
forward, he could limit his risk to a minimum period of 3 to 
6 months. 

As working finance is one of the chief requirements of an 
industrialist, it is, usual for him to ask for a clean advance beside 
the advance against stocks as borrowings from banks cost them 
less than borrowing from others. Banks generally consider 
favourably such requests, as otherwise, they may lose the secured 
business. Banks have, however, their own limitations in this 
regard because any clean accommodation given has the effect 
of giving back to the borrower the margin that is usually required 
on secured accommodation. Banks, therefore, regulate clean 
advances so as not to exceed 50 per cent of the total margin 
that will have to be provided by the borrower on secured 
advances. 

The bulk of finance in the case of industries with an agri¬ 
cultural base, is against the pledge of agricultural produce. As 
the security will be in the possession of the Bank, the margin 
stipulated is generally lower than for advances against hypothe¬ 
cated stocks. The rate of interest is also generally lower by half 
to one per cent. That being so, every industrialist prefers to 
avail of advances against pledge of goods as far as possible as 
that would result in a saving in interest charges and also a 
saving in working finance. While the industrialist’s requirements 
of accommodation against pledge of goods are limited to the 
extent of working finance he has for giving the bank the required 
margin, banks also prefer to advance against storage of raw 
materials to last for a period of 3 to 6 months only, because of 
possible risks of fluctuation in prices and deterioration in quality 
of the goods. 
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The position is slightly different in the case "of advances 
against pledge of finished goods. Finished goods are despatch¬ 
ed to the consuming centres immediately they are ready and are 
not stored for any length of time, if however, storage is .neces¬ 
sitated by market conditions, it soon becomes evident that 
increased production would not be healthy and a stage may 
ultimately be reached when production itself will have to be 
reduced considerably, if not stopped entirely. In such an event, 
banks do not consider it safe to extend finance against finished 
goods. However on rare occasions banks extend required help 
to tide over temporary difficulties. While raw materials are 
easily sold out in case of an emergency, finished goods cannot 
be thus sold because of their comparatively restricted market¬ 
ability. That being so, banks ask for a higher margin and the 
industrialist to that extent finds it embarassing to retain finished 
goods with him for any length of time. By and large, banks 
in India have generally stood by the industrialists in such con¬ 
tingencies and indigenous industry has not had to suffer for want 
of required bank finance. 

While the question of pledging raw materials and obtaining 
bank finance against their security is a simple one, hypotheca¬ 
tion of raw materials, which are in process of manufacture, has 
always been a very complicated affair. Every raw material has 
to undergo some industrial or semi-industrial process before it 
is ready for the market; and processing takes some time. While 
the goods in process have their own value depending upon their 
stage of production, the offer of such goods in process as security 
to banks always create some difficulties for banks because the 
quantity could not be ascertained with any amount of exactitude 
nor can the value be assessed correctly because of the various 
processes in which those materials go through. In such cases, 
the only method of verification of stocks available to the bank 
is to examine the books of the concerned industrialist and depend 
upon his statements for the correctness of the stocks in process 
and of their value. That is an unsatisfactory way from the 
bank’s point of view ; at the same time, the industrialist finds 
that his stocks, which were accepted as security as raw materials, 
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are not valued properly by the bank more especially because 
once such stocks in process become finished products they are 
of much higher value than the raw materials. In all such 
matters, banks take a fairly liberal view of the matter and in the 
case of long and established customers, a certain proportion of 
advance is allowed against hypothecation of such stocks. 

While bank advances to industry against stocks have been 
fairly liberal in the past, advances against fixed assets have been 
strictly limited in scope and in volume. These are assets of a 
more or less permanent nature and are held not for sale but 
solely in order to earn revenue. Of such, are goodwill, land, 
buildings, plant & machinery, leaseholds, railway sidings, furniture 
& fittings, development of property, patents, trade-marks & designs, 
livestock, vehicles etc. Having been brought up in British tradi¬ 
tions, any advances against lixed assets which are repayable not 
on demand as in the case of advances on stocks but after a long 
period, have always been looked with disfavour by banks. How¬ 
ever, before 1947, medium term advances to industry extending 
over a period of three to five years have been made to a certain 
small extent. Such advances fall into two categories — one is 
against mortgage debentures and another against a legal or an 
equitable mortgage of the fixed assets of a company. In the 
ease of the former, banks have been able to find the required 
finance all by themselves in special cases or by underwriting them 
and passing on some of the debentures to other institutions in 
due course. One chief advantage of debentures has been besides 
their negotiability, the terms of repayment which are fixed and 
so the question of repayment on due date could never be in 
doubt. In the case of mortgages, banks could not share the 
risk with others and the dates of repayment are not rigid and 
so, there is always a risk of repayment being delayed from 
time to time with or without the approval of the lending 
bank. 

Financial help of this nature has, however, not been of 
any great use to industry. For one thing, commercial banks are 
not specially designed or suited to extend to industry medium 
term finance of this nature and so, very few banks could venture 
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out on such financing. Moreover banks stipulate repayment of 
instalments to commence from a year of the original date of 
advance. While the banks could not conceive of waiting for a 
longer period than that for the commencement of repayment of 
the annual instalments, industrialists find that the ordering of 
machinery, erecting it and working it and paying the first annual 
instalment out of the profits made by the fresh plant and machi¬ 
nery would be insufficient with the result, they resort to further 
borrowing for paying the first one or two annual instalments. 
That was a most unsatisfactory position because any accommo- 
tion for capital expansion has to be so arranged that the repay¬ 
ment. could be made from out of the profits of such expansion 
and not from out of further borrowings. That was a vicious 
circle, but there was no helping it. Industrial development, 
therefore, languished before 1947 for want of financial support 
from banks and for want of financing institutions specially started 
for the purpose. 

Since 1947, a great change has come about in the agricul¬ 
tural and industrial development of the country. For the sake 
of self-sufficiency, imports from foreign countries are severely 
restricted and agricultural produce is not allowed to be exported 
except in cases where it is not required for consumption in the 
country and could earn valuable foreign exchange. During the 
First Five Year Plan, the emphasis was on an increase of 
agricultural production while in the second and the third Five 
Year Plans the emphasis was on development of industrial pro¬ 
duction. The fourth Five Year Plan aims at the development 
of both Agricultural and Industrial production with an emphasis 
on import substitution and foreign exports. 

Alongside this planning, steps have been taken by legisla¬ 
tion and otherwise to regulate the working of banks so that 
undesirable practices could be stopped and banking could be 
developed on healthy lines. As existing banking facilities were 
totally inadequate for the requirements of the country and as, 
with the increase of agricultural production, the resulting wealth 
in rural areas had to be conserved for its proper utilisation on 
the lines laid down in the Five Year Plans, the immediate expan- 
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sion of banking in the rural areas was felt imperative. The big¬ 
gest commercial bank, viz., Imperial Bank of India was taken 
over by government and styled the State Bank of India and 
along with it, eight other state-associated banks were brought 
under the control of the nationalised bank. A drive for expand¬ 
ing banking to rural areas was taken on hand. 

Alongside this development of banking in rural areas 
finance had to be furnished for the development of industries 
and so institutions for the purpose were started viz., the 
Industrial f inance Corporation of India, State Financial Cor¬ 
porations, The Industrial Credit and Investment Corporation of 
India, The Industrial Development Bank of India, The National 
Industrial Development Corporation and the National Small 
Industries Corporation. 

The economy of the country has, since been undergoing a 
radical change. From an export-import economy, the country 
has changed into an economy of self-sufficiency under various 
governmental controls. With severe restrictions on imports, 
foreign banks, which were specialising in financing of foreign 
trade, have ceased to be prominent in financing the trade of the 
country. Furthermore, industries which were being located near 
the seaports are being established in the interior of the country 
where raw materials are found or where there arc markets for 
finished goods, with the result the economic activity of the 
country has also been drifting into the interior. As agricultural 
produce is not being exported to foreign countries as before and 
is subjected to severe restrictions, trading in it has ceased to be 
important and instead Industrial production has gained great 
prominence with the result Indian banks are forced to turn 
to the financing of industries. Foreign banks have always 
been interested only in financing foreign trade and so did not 
evince sufficient interest in financing the industries of the country. 
The erstwhile dealer in foreign goods is finding the opportunities 
for such trade dwindling down and because of his vast experience 
and knowledge, is switching over to the manufacturer of the self¬ 
same goods. 

While Government have started a number of institutions for 
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financing industry, such institutions are designed mainly for long¬ 
term finance extending over a period of 10 to 20 years. The 
supply of working finance and medium-term finance to indus¬ 
tries has been left to existing banks. Because of unexpected 
development in the economy of the country and also because of 
the rapidity of industrial expansion, commercial banks are now 
obliged to extend finance to industries not only for their work¬ 
ing capital but also for their requirements of short and medium 
term finance. 

In the case of advances against the security of agricultural 
produce, the quantity, quality and market value could be ascer¬ 
tained without much difficulty. In the case of industries that 
have come into existence since 1947 as a result of governmental 
drive for development, the raw materials do not consist of agri¬ 
cultural produce as before, but consist mainly of industrial raw 
materials like minerals and chemicals. This is so mostly in the 
case of engineering industries. With the development of chemi¬ 
cals, fertilisers, engineering industries etc. in the country and 
with the organised attempts by the Government to help and foster 
the manufacture of all machinery required for the country’s 
industrial development, the whole economy of the country is 
undergoing a rapid change and along with it, banking also is 
getting adjusted to the requirements of industry. Bank Finance 
for industry has thus assumed a great importance and new 
methods arc being devised to meet the changed requirements of 
industrial finance. 

Advances against industrial raw materials present much 
more complicated problems compared to advances against pro¬ 
duce undergoing some industrial process or other. For one 
thing, agricultural produce is mostly seasonal while raw materials 
used in Industry are generally obtainable throughout the year. 
Secondly, varieties under agricultural produce arc not so 
numerous as those relating to industrial raw materials. Thirdly, 
these raw materials undergo several processes of manufacture 
with the result those that are manufactured by a particular indus¬ 
try become raw materials for another and this process goes on 
from one industry into another until the manufactured products 
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get into the hands of the ultimate consumer. Fourthly, even 
agricultural produce after undergoing some industrial processes 
becomes a raw material in certain industries especially those 
relating to chemicals and allied industries. 

Under the circumstances, the question of advances against 
industrial raw materials assumes greater importance to the 
Banker especially because unlike agricultural produce under¬ 
going some industrial process or other for a few days at a time, 
the industrial raw materials take a long time to come out as 
finished products. For instance, paddy and cotton take only a 
few days for being processed into rice or yarn, while iron and 
steel take several weeks and sometimes even months for being 
turned into hardware or other industrial components. The 
greater the fineness of the finished product, the greater will be 
the time taken for processing it. 

Financing the manufacture of raw materials into finished 
products therefore requires much greater care and attention than 
financing the moving of agricultural crops from the field to the 
markets. Furthermore, the examination of stocks of raw 
materials while being processed and ascertaining their value from 
stage to stage until they come out as finished products ready for 
the market becomes a very complicated problem. Advancing 
even against industrial raw materials under storage becomes a 
complicated matter because of the number of varieties of such 
stocks. 

Hence when raw materials arc stored by an industrial con¬ 
cern it is usual to ask for relative invoices so as to ascertain the 
value thereof, the date of purchase and their market value. The 
cost of purchase is of particular importance because in several 
industries special types of raw materials are purchased which 
are not easily available in the market and which sometimes 
attain scarcity value. The date is important because manufac¬ 
turing techniques vary so often and so rapidly that some raw 
materials purchased at a particular time may not be of current 
use, if it is not used up within a few months or at any rate 
within a year. Market value is difficult to ascertain in several 
cases because only similar industries can use such materials 
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and there may not be many manufacturing units hr that parti¬ 
cular line of manufacture. 

While this is so in the case of industrial raw materials 
under storage, it becomes a much more difficult and complicated 
problem once the materials get into the process of manufac¬ 
ture. For instance, a bit of steel undergoing an industrial pro¬ 
cess may take several weeks before it comes out as a finished 
product. During that period its value gets enhanced from day 
to day representing the value of skilled labour involved in pro¬ 
cessing it and relative overheads. While its value as a raw mate¬ 
rial and also its value as a finished product is ascertainable it 
is almost impossible to place a value on it while it is being 
processed. During the processing period however the value 
increases from day to day and the industrialist requires more and 
more finance progressively. Materials under process cannot 
of course be pledged to the Bank. The most that can be done 
is to hypothecate them. It will not be possible to obtain from 
the borrowers periodical statements of the value of such articles, 
nor is it possible to conduct inspection of such materials as is 
done in the case of materials that are being traded in. 

One very important thing to note in this context is the fact 
that in the case of advances against produce the bulk of the 
advance will be against stocks under storage and those under 
process will usually be a very small proportion of those under 
storage. That is because processing takes a comparatively short 
time. In the case of industrial raw materials the processing takes 
a much longer time so much so the raw materials under storage 
will be much smaller in proportion to those under process. 
Furthermore, even finished products which are generally of a 
very high value, lie over awaiting sale or despatch. In such 
cases, it is difficult to verify the stocks under storage or under 
process. Even their valuation presents innumerable difficulties. 

Let us take the instance of a motor car manufacturing com¬ 
pany. An automobile engine consists of about 2,000 compo¬ 
nents while a motor car consists of over 3,000 components. The 
manufacture of an engine is a highly specialised quality job and 
so, the cost of the engine is not so much in the quantity of 
9 
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materials that go into its manufacture as the quality of the 
the materials used and the amount of skilled labour that is 
required for its manufacture. The machines required for manu¬ 
facturing the various parts are very costly and so the overhead 
charges for manufacture of components are also high. More¬ 
over, several of the components required for an engine will have 
already undergone several industrial processes and some of the 
components are proprietory items under patents. It will thus 
be seen that the assessment of the value of the raw materials for 
an engine is an extremely difficult one ; more so, because the raw 
materials used undergo a series of processes and take fairly 
a long time for getting ready for use. The maintenance 
of a record of the jobs that are being done in manu¬ 
facturing the components is itself a highly technical matter and 
to keep a note or trace of the various processes is almost an 
impossible task for a banker. Though the manufacturers keep 
a track of the various processes so as to co-ordinate produce 
tion, they too will not find it easy to evaluate the components 
at their various stages of manufacture. 

Under the circumstances, the banker cannot take account 
ot the value of the raw materials under process as he could do 
in the case of agricultural produce. At the same time, he can¬ 
not ignore his responsibilities of ascertaining with a reasonable 
accuracy the value of the stocks that are pledged or hypothecated 
by the manufacturer as security for working finance burnished 
by him. Where the value of the security consists mostly of 
stocks under process and the value of raw materials which could 
be kept under Bank's storage is negligible, the idea of taking 
a pledge of stocks in an industry manufacturing engines has to 
be given up. In such industries, the hypothecation of stocks 
appears to be the only way of furnishing required finance. 
Where stocks are thus hypothecated, the statement of such 
stocks submitted by borrowers has to be taken with the 
utmost confidence. Because of the industrialisation of the 
country, large finance is required by each unit and so the 
erstwhile proprietor or partnership concerns are now get¬ 
ting changed into joint stock companies. Any hypothecation 
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of stocks by a joint stock company requires to be registered 
in the books of the Registrar of Companies and so, other 
creditors are put on notice of this charge, which is a 
safeguard against any possible claims on the stocks by other 
creditors. Another safety in this industrial advance is the 
manufacture is a continuing process and is not affected by 
seasonal demands. Hence it is always possible to judge thq 
progress of the industry by the periodical statements submitted 
by the borrower. Verification of the progress of production is 
possible by taking into account the stock-in-trade as at the date 
of the last audited balance-sheet and adding thereto, whatever 
stocks are purchased subsequently and whatever finished goods 
are sold out. In other words, if monthly statements are sub¬ 
mitted by the borrower of stocks on hand which are under 
hypothecation to the bank, it would be possible to find out from 
the total debits and total credits of the borrower’s account with 
the bank and the resultant difference being added to or sub- 
stracted from the stock-in-trade as shown in the balance-sheet. 
The trading account, which is generally attached to a balance- 
sheet, gives an idea of the total purchases and total sales for a 
year. Production capacity being the same, the monthly 
purchases and sales should likewise be onetwelfth of the totals 
that appear in the balance-sheet. With that information in hand, 
it should be possible to verify from the total debits, where they 
approximate to the average monthly purchases of the previous 
year. In the same way, the total credits into the account for a 
month should approximate to the total average monthly sales as 
per the trading account of the previous year. If any wide dis¬ 
parities are noticed, that would put the banker on enquiry. If 
production has increased during a particular month, it should 
be a matter for enquiry as to how the increase has come about. 
It is just possible that the production capacity is increased or 
it is just possible the unutilised installed capacity has been put 
into commission. In any case, a monthly verification of the 
production of the company based on the ledger account will 
enable a banker to have a rough idea of the progress of the 
industry. 
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In the case of a trader, he is interested only in purchasing 
and storing a commodity in anticipation of a rise in price. He is 
not interested in anything else except in disposing of the com¬ 
modity at a profit. His interest ends there. In the case of an 
industrialist, he cannot wash his hands off a commodity the 
moment he makes it ready for the market and ultimately disposes 
it off. He has to establish and maintain a name for his product 
and he has to be in production continuously with an established 
name and reputation. So the risk of storage does not exist to 
the same extent in the case of advances to the industry. The 
ability of an industrialist to manufacture a thing and sell it out 
is much more valuable than the actual security offered to the 
bank. His character and integrity, his ability and financial back¬ 
ing assume a much larger importance than the commodities which 
he can offer as security. Each industry has to be judged by the 
capacity of the industrial unit to produce and market a commo¬ 
dity. While Bank Finance to Industry is a much more compli¬ 
cated afTair than finance to trade it affords to the banker a 
fascinating study. 



CHAPTER VIII 


SAFEGUARDING THE SECURITY 

The banker’s responsibilities commence with taking delivery 
of the goods from the borrower and end with delivering them 
back when the advance is repaid. If moneys are not repaid in 
due course and the banker is obliged to enforce the security, 
many unforeseen and varied problems crop up and there is no 
certainty that his troubles end even if the moneys arc fully 
realised. 

As stated elsewhere, the handing over of the key of the 
godown by the borrower to the bank’s representative constitutes 
the outward symbol of pledge. The bank must thereafter have 
an indisputable possession of goods and must exercise complete 
control over them at all material times. Possession, actual or 
constructive, must be such that no third party could challenge 
the bank’s rights or plead ignorance of the bank’s possession of 
the goods. The control on the goods must be full and effective 
so that no one can attribute negligence to the bank. As the 
locking of the godown, in token of taking possession of the 
goods contained therein, creates the pledge, the locks and keys 
of the bank form an integral part of the whole system of advances 
against pledge of goods. 

Banks have special locks manufactured with their names 
engraved thereon as they are a further evidence of the fact of 
pledge. The locks are uniform in size and in quality and at times, 
bear serial numbers both on the locks and on the respective 
keys. Banks preserve and maintain a record of these locks 
with the same care and attention as they do in the case of cheque 
books. At the end of every season all the locks are examined, 
cleaned, oiled and kept ready for use during the next season. 
Duplicate keys are carefully preserved separately. When the locks 
are in use, each key is attached to a label with the name of the 
borrower, the number of the loan and the situation of the godown 
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carefully noted thereon. They are secured in a separate box 
and locked away in the strong room. 

The keys are occasionally taken out for several purposes 
such as partial deliveries, taking out samples, examination of the 
godowns for leakage during monsoon, weevil damage etc. In 
all such cases of temporary withdrawal of keys from bank’s 
custody, the keys are handed over to the bank’s godown-keeper 
with instructions to attend to the customer’s requirements and 
to bring them back. Under no circumstances are they allowed 
to remain overnight with the borrowers. Any indulgence shown 
to customers in this respect may involve the bank in serious 
consequences. There have been instances where keys were 
obtained by borrowers on false pretences and goods were removed 
and sold out and there have also been instances where the self¬ 
same goods were pledged to another bank by merely handing 
over the keys. If ultimately in such instances banks manage to 
establish their rights they run an unduly great risk which could 
be easily avoided by a little care and firmness. It is no doubt 
easy for an unscrupulous borrower to obtain duplicate keys from 
the nearest locksmith and remove the stocks but that is a criminal 
o(fence with all its consequences. So far as the banker is con¬ 
cerned, want of care in keeping proper custody of the keys 
constitutes an act of negligence on his part and, in a court of 
law, if this negligence is established, he loses. 

As the godown-keeper's certificate forms the basis of the 
advance, the o (lice r-in-charge of the department will find it use¬ 
ful to examine it carefully and also to question the godown- 
keeper on all important matters before making the advance. In 
their anxiety to secure business, godown-keepers are apt to be 
over-optimistic and at times over-enthusiastic. There have been 
instances of godown-keepers of several banks alighting at a way- 
side station by the same train to secure the business of the same 
constituent and the godown-keeper promising the highest amount 
of advance, securing the business. It is therefore worthwhile 
questioning the godown-keeper in detail about the situation of the 
godown, the quantity, quality and value of the goods and other 
relevant information before actually making the advance as it 
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will act as a check on the veracity or over-enthusiasm of the 
godown-keeper. 

In advances of this nature, the obvious duty of the bank ' 
is to verify at the earliest opportunity the stocks pledged to it. 
The first inspection is the most important and is undertaken by 
a senior officer within a week or at the latest, within a month 
of the date of the advance. The most important point to remem¬ 
ber in inspections is that they should not be conducted in a spirit 
of formality and routine as every individual inspection constitutes 
an important and independent act of enquiry into the safety of 
the bank’s advance. 

. In conducting inspections, therefore, one has to note care¬ 
fully the suitability of the godown as regards its situation, its 
construction, its accessibility and its general safety. The quantity 
has to be verified by calculating cubical contents in case of loose 
storages and by counting or weighing as the case may be in 
other methods of storage, regard being had to the nature of the 
commodity and the feasibility or otherwise of complete verifi¬ 
cation. The inspecting officer must not reveal a too suspicious 
attitude but should reasonably satisfy himself that the godown- 
keeper has done his duty properly and that the security is there. 
Borrowers often offer all facilities for verification of stocks to 
the inspectors to give them cent per cent satisfaction but an 
insistence on so doing, if found unreasonable and unwarranted, 
results in loss of business. So one should be careful not to 
wound the susceptibilities of a borrower. The writer has known 
of an instance where an inspector insisted on a ventilator about 
10 feet above ground level being closed and the borrower politely 
pointed out the unreasonableness of it and told the bank that 
it was much safer for him and his stocks to close the account 
rather than close the ventilator. While the inspector has no doubt 
to be careful and vigilant he should at the same time have also 
an eye on the practical side of business. 

The inspecting officer has to satisfy himself that the lock 
has not been in any way tampered with and that the bank’s 
signboard is displayed prominently and is fastened in such a way 
that it cannot be easily removed. Furthermore, he must examine 
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the surroundings of the godown to see if any inflammable mate¬ 
rial has been stored nearabouts which would adversely affect the 
interests of the banker from the standpoint of insurance. As far 
as possible, he should go round the godown to see if any thatched 
sheds or huts are erected subsequent to the granting of the loan. 
He should also particularly note that there are no other doors 
to the godown and if there are any, that they are bolted from 
inside and there is nothing else outside to arouse suspicion. This 
is particularly necessary because there have been instances of 
the same godown being pledged to two banks, one taking charge 
of the godown from the entrance into one street and the other 
from an entrance into the other street. 

Expert knowledge is required to judge the quality of goods 
that are pledged with the bank. It is not easy for a bank official 
to gain such knowledge as he has to deal with several commo¬ 
dities. As ordinarily most of these advances are repaid in due 
course and the borrowers are generally honest, the declaration 
of the borrower as to quality is usually sufficient for all practical 
purposes. It is however possible to find out by experience a 
broad distinction between good and bad quality of goods and 
the declaration of the borrower coupled with the statement of 
the godown-keeper is sufficient to decide about the quality of 
goods pledged. Should there be any difficulty however in such 
matters, it is advisable to take out some samples and verify the 
quality in due course by a reference to others in the line. Diffi¬ 
culties arise mostly in the case of goods which have a large 
number of varieties and grades, but as bankers generally accept 
goods of standard quality only, such occasions for taking out 
samples arc not numerous. Hence only in exceptional cases, 
the help of an expert is needed by the inspecting officer to satisfy 
himself that the quality of the goods pledged is the same as has 
been declared by the borrower. 

As soon as the first inspection is over, care is taken to see 
that whatever defects are noticed during inspection are imme¬ 
diately rectified. The real value of inspection is lost unless 
rectification of defects is taken on hand immediately thereafter. 
If the measurements are found to be wrong a corresponding 
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adjustment in the advance is made ; if there are any thatched 
sheds affecting the risk accepted by the fire insurance company, 
the information is promptly communicated to the company for' 
obtaining a proper endorsement covering the additional risk ; 
if the signboard is not properly displayed or if the construction 
of the godown is not good or if the locality in which the godown 
is situated is not suitable, immediate steps are taken to remedy 
the defects by issuing necessary instructions to the borrower. 
Should there be any delay, the bank itself gets the work done 
or calls up the advance. 

The first inspection is mainly to check the declaration of 
the. borrower and the certificate issued by the godown-keeper. 
This must, however, be followed up by frequent inspections not 
so much to check the stocks over again as to keep a watch on 
the security. The real value of frequent inspections lies in their 
deterrent effect. If they are made once a month at irregular 
intervals, any tampering with the contents of the godowns will 
come to light. Ever so often, banks have been able to discover 
unauthorised removal of stocks by surprise inspections and 
recover their moneys by prompt action. Moreover, these inspec¬ 
tions help in keeping a strict watch on the quantity and the 
quality of the goods under pledge thereby eliminating the chances 
of deterioration of stocks or of decline in values. 

In bankers’ advances against goods the calling up of margins 
is always a delicate task. When there is a fall in prices, the 
borrower would naturally be unwilling to sell his goods as he 
expects a rise in price sooner or later and hopes to be able 
to dispose of his stocks at a better opportunity. The bank, how¬ 
ever, would look at it in a different light altogether. When the 
agreed percentage of margin gets reduced by a fall in market 
prices, the difference has to be made up by payment of cash or 
by giving additional security, but if the fall in price is slight it 
will not be ordinarily necessary to call up margins. A good deal 
however depends upon the nature of the commodity. If it is 
subject to violent fluctuations, the banker has to call up margins 
immediately there is a noticeable fall in prices. But if it is a 
commodity which is not subject to serious price fluctuations, 
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it is usual to wait for some time to watch the trend of the market 
before deciding to call up margins. When the banker is con¬ 
vinced that the fall in price is substantial and is not likely to 
recover quickly, he calls up the margin. The exact amount and 
the borrowers who should be called upon to pay is a matter of 
discretion and the banker is specially careful and vigilant in 
this respect. 

In some countries bankers do not have to call up margins 
themselves ; there will be a clear understanding whereby at every 
substantial rise in price, a further advance could be had by the 
borrower for the mere asking and in the same manner when 
there is a fall in price the borrower himself reports the fall and 
pays up the required amount to keep the account in order. Such 
a practice however does not prevail in India. The bank has 
therefore to notify customers about payment of further margin 
consequent on a fall in price. The best course for the bank is 
to send a formal notice specifying the amount required for 
keeping the account m order. 

When margin is called up and remains unpaid, it is not 
an easy matter to decide whether to enforce the security by sale 
or whether it is advisable to give more time to the borrower to 
pay up. Apart from the trouble and difficulties involved in a 
forced sale, there is the prospect of losing a constituent. Calling 
up a margin is in itself an unpleasant task especially when a rival 
banker shows some indulgence in this regard, but if the security 
is brought up for sale and sold out, there is a final break of 
relations with the customer. If the real position and worth of 
the customer and his total liabilities are such that he could ulti¬ 
mately withstand the strain on his resources consequent on the 
fall of prices, it is up to the banker to allow sufficient time to 
make up the required margin. This is however a matter of one’s 
own judgment and everything depends upon the tact and ability 
of the particular branch manager. Oftentimes, it happens that, 
after a certain period, prices look up and not only will the need 
for paying up margins disappear completely but there might 
actually be sufficient value to warrant a further advance on the 
same security. In the same manner there is always a possibility 
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of the prices going still further down and in such a case instead 
of helping the borrower by waiting for some time, a forced sale 
at an earlier stage will actually have been a service done to him. 
The time allowed and indulgence shown are not therefore inva¬ 
riably to the customer’s advantage as there are as many chances 
of the customer benefiting by it as losing. The best course 
therefore would be, as far as possible, to collect margins and, 
when this is not possible, to try to call up the advance completely. 

When the time stipulated for the advance is about to expire 
or when the current season is about to end or in the case of 
manufactured goods the stocks are more than one year old, it 
is Usual to call upon the borrowers to adjust the advance. A 
specimen copy of Notice demanding repayment is given in the 
appendix. Ordinarily a borrower will not wait for a formal 

calling up of advance by the banker. If he is not able to 

repay in the usual course within the stipulated period he would 
himself make suitable arrangements for an extension of time. 
If this is not done, a formal notice ought to have the desired 
result. Should the advance however still remain unpaid, and 
the security requires to be sold, the bank has to proceed very 
carefully in the realisation of its advance as forced sales are full 
of difficulties and complications. Jn the case of stock exchange 
securities, the broker does the work for him and in the case of 

immovable property, the legal adviser or the Estate Broker. In 

the case of goods however, the banker himself has personally 
to make all the required arrangements for selling the security 
as he is in direct charge of the goods and there is no regular 
organisation undertaking their sale except in big cities. Being 
unaccustomed to this kind of work a bank officer finds himself 
in the midst of doubts and difficulties and has to solve problems 
which are not usual or common. It is therefore worthwhile 
considering in some detail the various stages that are inevitable 
in a forced realisation of an advance against goods. 

Under the Contract Act a notice of sale in the event of 
default is absolutely necessary. The letter of pledge or hypothe¬ 
cation contains, amongst several other conditions, power to the 
bank to sell the goods under security without any notice to the 
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borrower. Though this clause could be invoked in support of 
any action taken by the bank in an emergency, courts do not 
view with favour any such hasty action and, in the event of a 
dispute the bank’s case might get prejudiced on that account. 
It is therefore desirable to send out a registered notice with 
acknowledgement due specifically mentioning the full details 
relating to the advance and giving a reasonable time for repay¬ 
ment. These notices are sometimes returned by the postal 
authorities with the remarks, “ the addressee not found ” or 
44 refused ” or 44 addressee out of town This happens in the 
case of people who do not have a regular place of business. In 
the case of businessmen, even if the notice is received, no reply 
is sent. For purposes of law, however, it is enough if a notice 
is actually sent ; the bank will then be deemed to have taken 
sufficient care to notify. The registered letter returned by the 
post-office or the acknowledgement with borrower’s signature, as 
the case may be, must be carefully preserved intact for being 
produced in court as evidence, if necessary. 

Where, however, the borrower is anxious to repay the loan 
and is willing to help in the sale of goods, it is possible to obtain 
a letter of consent to sell the stocks under pledge to the bank. 
When such a letter of consent is obtained and the active co¬ 
operation of the borrower enlisted for purposes of sale, there will 
be no dispute afterwards as to the time and place or even as 
to the exact price at which the stocks are sold. It is however 
not easy to obtain such a letter from the borrower. 

Instead of consenting to a sale of goods, a borrower might 
offer, by way of additional security, a letter of guarantee or a 
joint and several pronote signed by an independent party of 
means ; or the mortgage of some immovable property. While 
it is always advisable to accept additional security, it is for the 
bank to decide whether it is more advantageous to sell out stocks 
immediately or to postpone the sale. If the security is sold and 
the proceeds are not sufficient to cover the balance outstanding, 
the banker has to make the best of the situation by accepting 
whatever security is obtainable. In such cases even a mortgage 
of property would be welcome. 
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If the bank is obliged to resort to an actual sale of goods, 
sale by private contract would, on the face of it, appear to be 
the most advisable course ; but then in such an event notwith¬ 
standing the fact that the letter of pledge or hypothecation gives 
full powers to the bank, the time, the place of sale, the price 
obtained, the quality and the quantity of the stocks will all be 
open to challenge and made the subject-matter of a law suit. 
And the position will be worse should there be a short-fall also. 
Law courts are likely to put the bank to strict proof and it is a 
difficult task for the bank to prove its bonafides. If a party is 
unwilling to give a letter of consent for sale of the stocks, he 
will, naturally be unwilling to subscribe to any sale by private 
treaty either. The best thing under such circumstances is there¬ 
fore to put the goods up for public auction. 

In big cities recognised auctioneers are available and their 
auctions are not open to challenge in a court of law. Such 
auctioneers, however, are rare in mofussil towns. Hence the 
bank has to do all the auction work through its own representa¬ 
tives. Public auction implies due publicity of the time, place 
and conditions by tom-tom or by distribution of handbills or by 
advertisement in newspapers. All the formalities must be 
observed with meticulous care ; otherwise it will be difficult for 
the bank to justify its position if a discontented borrower disputes 
the correctness of the procedure followed and goes to a court 
of law. 

Auction implies the presence of a number of bidders but 
it is usually difficult to secure bidders at auction sales in villages. 
The bank cannot command local influence and an outsider 
bidding at the auction will find the atmosphere unhelpful if not 
actually hostile. In the village itself no one will have the finan¬ 
cial resources or even the courage to bid at such auctions. 
Sometimes even if there are bidders the amount of the final bid 
will be so low and in such variance with the prevailing market 
prices, the bank will feet it unreasonable to close the transaction 
then and there. Banks therefore auction the goods with a provi¬ 
sion that the sale is subject to Head Office approval. In such 
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cases, a prospective buyer will not be very enthusiastic in bidding 
as he could not know on the spot the final result of the auction 
and cannot wait for Head Office approval as meantime the prices 
might fall. 

One of the alternative courses adopted by bankers in such 
situations is to enter into a contract with one of the dealers in 
that commodity whereby the dealer agrees to bid at any auction 
of the bank up to a certain agreed minimum price and within a 
stipulated period. The price will no doubt be slightly lower 
than the prevailing market prices as such a buyer necessarily 
reserves some margin against all possible contingencies such as 
bad quality, price fluctuations, higher costs of labour and con¬ 
veyance, etc. It may however not be so low as to be deemed 
unreasonable. This will leave the dealer a good margin of profit 
for the extra trouble taken while the bank will have the satisfac¬ 
tion of seeing the auction through. 

Where banks arc obliged to sell goods by public auction 
the proceeds usually do not cover the bank’s dues and so the 
question of further steps to be taken in the matter comes up for 
consideration immediately thereafter. If the quantity of produce 
as originally declared by the customer and calculated by the bank 
at the time of making the advance is all right and the short-fall 
in value is due mainly to the decline in prices, the problem is 
simple. The borrower is liable for the balance amount and the 
bank has to file a suit against the borrower or grant him time 
in case sufficient security were forthcoming to cover the deficit. 
Should there, however, be a shortage in the quantity of goods 
pledged, the matter assumes a serious aspect. At the time of 
obtaining an advance from the bank, the borrower will have 
given a statement about the quantity of goods stored ; the godown- 
keeper will have checked the contents and the bank’s officers 
will have inspected the stocks from time to time. If at no time 
before the auction a shortage was suspected, there must be some¬ 
thing wrong somewhere and this calls for special attention. The 
borrower always knows the exact quantity stored unless, of 
course, as has been mentioned earlier, the borrower is the culti¬ 
vator himself who gathers the produce from his field and stores 
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it without taking an exact count of the stock. Even then, should 
there be a gross exaggeration the matter requires special investi¬ 
gation. Instances are found where extraneous matter is kept' 
under the produce mainly for the purpose of misguiding - banks 
and obtaining an unduly higher advance. When the goods are 
auctioned and there is a shortage of stocks, it is open to the 
borrower to dispute the correctness regarding quantity on the 
ground that the goods were in the possession of the bank and 
that the bank’s godown-keeper might have done something during 
the period. Sufficient care should therefore be taken at the time 
of delivery of the goods after an auction to see that there are 
independent witnesses to bear testimony to the actual contents 
of the godowns. When fraud is detected in the manner of 
storage so as to give an exaggerated idea of the actual contents 
of the godown or if the party’s version of contents originally 
given at the time of applying tor an advance is very much 
contrary to actual stocks, the borrower is guilty of wilful mis¬ 
representation amounting to fraud and is liable for criminal 
prosecution. 

Before taking criminal action, however, the bank has to 
carefully consider how far such a step is advisable. The fear 
or threat of criminal action ordinarily produces the required 
results. If however the party is too involved financially or is 
too poor cither to raise money or to furnish a guarantor, the 
bank has to consider whether it is worthwhile launching a crimi¬ 
nal prosecution. After all it might only be a case of throwing 
some good money after bad. In practice, it has been found 
that it is difficult to prove conclusively that the borrower himself 
has actually been responsible for frauds of this nature. The 
bank may no doubt try to secure a conviction so that it may 
have a deterrent effect on other borrowers but so often the 
culprits escape, the trouble may not be worth the while. It may, 
however, be generally stated that so long as the bank is able to 
recover its dues, it may not be advisable to pursue the matter 
further even if there had been a gross misstatement of facts or 
if a serious fraud had been committed as it might adversely 
affect the bank’s prestige and popularity. 
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What exactly has to be done to recover the bank’s outstand¬ 
ing dues after adjusting the proceeds of a sale of security is a 
matter which is common to all advances. Taking additional 
security of movable or immovable property, accepting the joint 
and several guarantee of independent parties in consideration of 
the bank allowing some time to pay, filing a suit for recovery 
of moneys due, proving the debt in the insolvency court; these 
and similar steps to be taken are too well known to a banker 
to require repetition ; at any rate this work no longer remains 
in the securities department of the bank but passes on to the 
bank’s legal department and the solicitors. 



CHAPTER IX 


INSURANCE 

Safeguarding the security in the manner described in the pre¬ 
vious chapter is only one aspect of the problem ; the other and 
an equally important aspect is that of insuring the goods against 
the risk of fire and allied risks. Insurance is however a vast 
subject with a technique of its own and so it is dealt with in 
this chapter only to the extent it relates to bankers’ advances 
against goods. 

A contract of insurance is a contract whereby the insurer 
agrees for a monetary consideration to indemnify if and when 
the insured suffers a loss. A contract of assurance, actually known 
as life insurance, is a contract whereby one person namely, the 
assurer (company) agrees, in consideration of a premium paid 
by the assured, to pay to the assured a certain sum of money 
on the happening of death or a contemplated future event like 
reaching a special age. ‘ Insurance ’ thus differs from ‘ Assurance ’ 
in that, the former is a contract of indemnity while the latter is 
an assurance of payment. 

Policies of Fire Insurance are contracts of indemnity and 
their object is to place the Policyholder in the same position 
after the happening of the insured event as immediately prior 
thereto. No man can therefore make a profit out of a contract 
of insurance, and receive from his insurer more than the actual 
loss through the event against which insurance has been effected. 
“ A contract of insurance contained in a marine or fire policy 
is a contract of indemnity only, and this contract means that 
the assured, in case of a loss against which the policy has been 
made, shall be fully indemnified, but shall never be more than 
fully indemnified.” The sum insured under a fire policy being 
the limit of the insurance liability, it is necessary to make sure 
that the goods are covered for the full value. If the property is 
under-insured, the liability of the insurance company, in the 
10 
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event of a loss, would be in the same proportion as the sum 
insured bears to the actual value. 

It therefore follows that no man may insure an article unless 
he is so interested in its safety that he will suffer a loss from 
its destruction or damage. Thus if A agrees to pay B Rs. 1,000 
if his house is burnt by fire the contract will not be a contract 
of indemnity unless B has some monetary or pecuniary interest 
in the safety of the house, for if B has no such interest he incurs 
no loss from the destruction of the house. It is, therefore, an 
established rule of law that no contract of insurance can be 
valid unless the insured has “ an insurable interest ” in the pro¬ 
perty so insured, i.c. unless he is so interested in the property 
that he will suffer a pecuniary loss if it is damaged or destroyed. 
This insurable interest must exist both when the contract is 
entered into and when the fire takes place. Thus if A insures 
his house and a lire takes place after A has sold the house to B , 
as A has no insurable interest at the time of the fire, he cannot 
recover anything from the insurer, for he has not suffered any 
loss and there is therefore no occasion for indemnity. B cannot 
of course claim to be indemnified as he is not a party to the 
contract of insurance but A % with the consent of the insurer, 
can assign his policy to B and if the fire occurs after the assign¬ 
ment is accepted by the insurer, B can claim under the policy. 
It is necessary to ensure that lire insurance policies are assign¬ 
ed to the Bank so that the Bank can recover losses, if any, from 
the Insurance Company. The Fire Policy should contain a Bank 
C lause so that Banker’s interests do not suffer by virtue of the 
client not observing the warranties in the policy. 

Insurance is however a highly technical affair and the 
banker therefore confines his attention to matters of practical 
interest only in so far as it relates to his day to day affairs. A 
list of approved insurance companies is prepared after a study 
of the respective balance-sheets revised periodically. The policies 
of companies which are not on the list are not ordinarily accept¬ 
ed. In the approved list, the maximum on any one risk is 
fixed for each company and, in the case of smaller and newly 
started companies, the total amount that could be insured in 
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the company is also fixed. In some cases, a stipulation is made 
about re-insurance definitely fixing the maximum amount of a 
single risk the company could keep for itself, while in some 
others a certain deposit with the bank is demanded for placing 
the names of such companies on the approved list; if it is only 
a subsidiary company of a bigger insurance company, the latter 
is asked to give a guarantee. These. safeguards are necessary 
because the fire and other risks covered by insurance companies 
are usually for huge amounts and no one company could ordi¬ 
narily retain the whole risk to itself. The risk is distributed 
amongst various companies by special arrangements. Until a 
company is well established its net retention of risk is a matter 
of concern for the banker and so a special stipulation is made 
in that behalf. 

Insurance companies operating in India are Members of 
the Insurance Association of India. There are four Regions in 
India each having a Regional Council under the Insurance Asso¬ 
ciation of India. These bodies frame Rules and Tariff Rates 
which are to be observed by all Member Companies. The rules 
and tariff rates are prescribed from time to time and every tariff 
member of the association binds himself to their observance. 
Any point of doubt or dispute between the members is referred 
to the association for decision. Though each council has its own 
rules and regulations, there is in actual working a good deal of 
uniformity in all matters of importance in spite of some 
differences in minor details. All the Insurance Companies arc 
signatories to a voluntary Code of Conduct which governs the 
various activities of the companies. As per this Code of Con¬ 
duct, Insurance Companies will assume risk only after the col¬ 
lection of premium. However, if the client or the bank can give 
a Bank Guarantee to the insurer, risks can be assumed by the 
Insurance Companies without immediate collection of premium. 

According to the Insurance Act, 1938, a “Bank” being 
a Corporate Body cannot hold an Agency. However, Banks 
who were acting as Chief Agents until this facility was with¬ 
drawn on 1-9-1957 continue to work as ordinary agents of one 
or more companies. Normally in such cases a Bank is autho- 
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rised to accept risks on behalf of the Insurance Company and issue 
Cover notes. The premium has to be remitted to the Insurance 
Company immediately or a Bank Guarantee is to be arranged 
in favour of the Insurance Company to the extent of the average 
monthly premium. Premium in respect of policies issued against 
such guarantees has to be remitted by the end of the following 
month to the Insurance Company. 

To suit the requirements of various types of business, poli¬ 
cies of different kinds are issued. The usual type is that of a 
single policy for a definite amount and period covering one sort 
of risk only. A gedown containing, say for instance, 1,000 bags 
of paddy will ordinarily be insured for a year for a sum of about 

Rs. this amount representing the prevailing market 

price. The premium thereon is calculated according to the tariff 
and after payment of premium, the produce is covered against 
risk of fire for the amount and period mentioned. This is the 
simple type of policy bankers hold in the case of produce loans. 

There is another type called the floating policy which is 
similar to a single policy in all respects except that there is the 
additional convenience of insuring goods in more than one 
godown by a single policy with fluctuating values. If the 
value of stocks in each godown are declared, the rate of insur¬ 
ance premia will not vary but if the amounts arc not determined 
for each godown, and the stocks, whatever they be, are to be 
covered, the floating policy does cover the risk on the stock in 
more than one godown but Floater Policies covering not more 
than three specified risks may be issued at a rate 25% higher 
than the rate applicable to the most highly rated risk in the 
range. If more than three specified risks are to be covered, 
additional premium of 50% over the highest rate applicable to 
the godowns becomes payable. The advantage of this floating 
policy is it enables the merchants to remove stocks from one 
godown to another according to their convenience and at the 
same time it protects the risk from loss or damage. 

There is another kind of policy known as the Declaration 
Policy which is issued for lump sum of a maximum amount to 
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cover stocks in various places in various godowns ; this policy 
is otherwise also called an open policy. The amount on risk 
at any particular time must not exceed the stipulated amount, 
but the premium is calculated every week or month on the average 
amount of stock. The advantage of this policy is that banks 
and big stockists do not unnecessarily pay for the amounts that 
are not at risk but at the same time carry full protection what¬ 
ever may be the floating stock, The insured in this case main¬ 
tains a regular stock book and submits weekly returns of the 
stock in various places to the insurance company to calculate 
premia on the monthly average stocks. This type of policy is 
specially advantageous to a bank which lends money in a parti¬ 
cular town or locality on various godowns and pays premium 
only on such value of the goods that are actually under pledge 
or hypothecation. This kind of declaration policy is issued only 
if the average amount at risk is not less than Rs. 5 lakhs at 
any one time. 

Goods are classified as hazardous and non-hazardous and 
the rate of premium for each variety is fixed based on the risk 
the insurance company runs in accepting them for purposes of 
insurance. There is no need for the banker to go into these 
details but a working knowledge of what goods are hazardous 
and what are not will be a great help in day to day work. Insur¬ 
ance companies render all possible assistance in matters of doubt 
and finally fix the exact amount payable for covering the risk 
of fire in the case of any particular commodity. Generally 
speaking, food-grains like wheat, paddy, pulses etc., are classed 
as non-hazardous goods while oil, cotton, mineral oils etc., are 
classed as hazardous goods. If hazardous goods are not per¬ 
mitted to be stored as per the terms of the insurance policy, 
the insured is not entitled to recover on the policy, even though 
fire insurance companies generally make allowance in their poli¬ 
cies up to one per cent only for hazardous goods. (Sheikh Abdul 
Magid vs. Motor Union Insurance Co. Ltd., 1937). 

For purposes of insurance, godowns are divided into three 
classes according to their construction. The rules of the tariff 
defining the construction are shown hereunder and the tariff also 
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provides rules for various classes of insurance according to the 
nature of the hazard. 

(i) “Fire proof (first class construction)” means built of 
burnt bricks and/or stone and mortar or lime, with 
roof and floor of bricks arches on iron beams and 
pillars, no timber being used in constructions except 
for external doors and window frames, or for a wooden 
fioor laid on a fire-proof structure with intermediate 
space. 

(ii) “ Pucca built (first class)” means built of brick and/or 
stone with a hard roof of chunam, cement, tiles (other 
than sun dried tiles), slates, metal or other incombus¬ 
tible material, on beams of iron, teak or other hard 
non-rcsinous wood. A wooden staircase and/or wooden 
fioor in the upper storey is allowed, provided same be 
made of teak or other hard non-rcsinous wood. 

N.B. :—Buildings constructed of brick and mud, 
with a roof of mud over wooden rafters and reapers 
and ratable under this Tariff should be treated as 
second class. 

(iii) “ Kutcha built (third class)” means consisting of a 
timber or bamboo frame-work, with walls of cadjan 
matting, split bamboos or lath and plaster, and roof 
of tiles, slates, iron or combustible material. 

bull details must be furnished to the insurance company to 
quote correct rates as a risk is assessed based on detailed tech¬ 
nical knowledge. Not only the construction of a building but in 
the case of manufacturing concerns the power used, the process 
of manufacture, the proximity to more hazardous risks and the 
grouping of various hazardous risks in one place of different 
combustible nature are all taken into consideration before assess¬ 
ing correctly the rate applicable to a particular risk. 

As has already been stated above, a person can insure goods 
against loss or damage by fire provided he has an insurable inte¬ 
rest in them. Banks acquire this insurable interest only to the 
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extent of the advance made on the property and so they can 
insure the goods in their own name to the extent of the advance 
made. But banks do not advance the full value of the goods 
and in case the policy is taken in the name of the bank, they 
cannot claim the full value exceeding their insurable interest. To 
obviate these disadvantages it is usually the practice for a bank 
to ask the party to take out a policy and assign it to their name 
or to take a joint policy in the name of the bank and the owner 
of the goods as mortgagee and mortgagor respectively. 

Assignment of the policy is allowed only with the consent 
of the insurance company (Roagner vs. Preston). The assign¬ 
ment is made on the back of the policy in terms something like 
this : “ We hereby assign all our rights, title and interest 

to .The assignment should be 

registered in the books of the insurance company, as the insur¬ 
ance company is not bound by a mere assignment on the back 
of the policy. In registering the assignment the company does 
not take any responsibility for its correctness but merely acknow¬ 
ledges the fact of the registration of the assignment. This helps 
in establishing the priority of claim of the assignee as against 
other claimants but should there be any dispute between two 
rival claimants the court alone has power to decide. Hence the 
company declines to give any opinion or commit itself in any 
manner whatsoever with regard to the validity or otherwise of 
an assignment. 

Goods must be insured for their full value. Otherwise the 
owner of the goods himself will be deemed to have insured the 
balance amount of the value under what is known as the “ Ave¬ 
rage Clause ”. By this clause, if the value of the goods insured 
exceeds the maximum amount for which the insurance company 
is liable under the policy, the insured will be deemed to be his 
own insurer as regards the excess. Thus if goods are insured 
for Rs. 10,000 while their real value is Rs. 15,000 the insurance 
company cannot be made to pay more than two-thirds of any 
loss suffered by fire because the insured will be deemed to be 
his own insurer as regards the remaining. If the insured takes 
out policies of more than one company and the total value of 
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the policies exceeds the actual value of the goods, the insured 
will not get anything more from all the companies put together 
than the actual value of the goods. In other words, insurance 
can be only for the actual value of the goods that are existent. 
The company pays only the actual value of the goods burnt out, 
the insurance being merely a contract of indemnity. The com¬ 
pany has always the option to substitute fresh goods for what 
have been burnt out. It is therefore no use insuring goods for 
an amount higher than the prevailing market value. It is how¬ 
ever desirable and necessary to cover the full value of the goods. 
The average clause in a fire policy as explained above makes it 
obligatory on the part of banks to insist on the insurance for the 
full value so as their insurable interest is not affected by a policy 
of insurance only to the extent of the money borrowed by the 
customer. Many borrowers do not want the bank to insure more 
than the borrowed money under an ignorant impression that the 
bank’s interests are fully protected by such a policy. The average 
clause is not waived to the advantage of a bank by the policy 
conditions of an insurance company and should not be confused 
with the bank’s mortgage clause which reads as under : — 

“ It is hereby declared and agreed that this insurance 
so far only as it relates to the interest of the bank therein 
shall not be invalidated by any act or omission on the part 
of any other party insured hereunder whereby the risk is 
increased or by anything being done to upon or in any 
building hereby insured or in any building in which the 
goods insured under the policy are stored without the know¬ 
ledge of the bank provided always that the bank shall notify 
the company of any change of ownership or alteration or 
increase of hazard not permitted by this insurance as soon 
as the same shall come to its knowledge and shall on demand 
pay to the company the necessary additional premium from 
time to time when such increase of risk first took place. 
And it is further agreed that whenever the company shall 
pay the bank any sum in respect of loss or damage under 
this policy and shall claim that as to the Mortgagor or 
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owner no liability therefore existed, the company shall 
become legally subrogated to all the rights of the bank to 
the extent of such payment but not so as to impair the right 
of the bank to recover the full amount of any claim it may 
have on such Mortgagor or owner or in any other party or 
parties insured hereunder or from any securities or funds 
available.” 

It will be seen from the above that this clause only protects 
the bank from the consequences of any act of omission or com¬ 
mission of the owner of the goods in respect of increase of the 
risTc to the insured property. Thus, for instance, a building may 
have 3 or 4 compartments in which goods are stored in one 
compartment and pledged to the bank and the bank may have 
covered the goods against loss or damage by fire with an insur¬ 
ance company. If, at the time of insuring, there arc no hazardous 
goods in the adjoining compartments the non-hazardous rates 
are applied. If subsequently petrol or matches or such other 
hazardous goods are stored without the knowledge of the bank 
in the adjoining godowns which increase the rate of insurance 
premia and invalidate the policy and if that risk is not covered 
by payment of additional premia, and if a fire occurs, the insur¬ 
ance company can refuse to pay the claim but so far as the 
interest of the bank is concerned by insertion of bank clause, 
the insurance company shall have to pay the amount due to 
the bank. This is only an instance and there are various other 
difficulties of that kind which are obviated by this clause. This 
special facility is shown to banks because they cannot control 
these changes from their position as mortgagees and if they 
are to suffer in advances of this type, they may give up this 
business altogether and that would mean a substantial loss of 
business to the insurance companies. 

Insurance companies have different tariff rates for different 
periods based on the rate fixed for a period of 12 months. 
Where insurance is taken for a period shorter than 12 months, 
insurance companies charge premium on a short period scale on 
rates as per the following schedule :— 
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For a period not exceeding 15 days 1 /8th Annual Rate 
„ „ 1 month 1/6th Annual Rate 

„ „ 2 months 1 /4th Annual Rate 

„ „ 3 months 3/8th Annual Rate 

„ „ 4 months 1/2 Annual Rate 

,, ,, 6 months 5/8th Annual Rate 

„ ,, 8 months 3/4th Annual Rate 

,, „ 9 months 7/8th Annual Rate 

„ exceeding 9 months The Annual Rate 

Banks therefore advise borrowers to take out the insurance for 
12 months to have the advantage of lower rates and obtain a 
refund in case there is no longer any need for insurance. When 
a refund is applied for, the period for which the policy has 
been actually running will be noted and the amount payable for 
the period will be deducted from the actual amount paid and 
the balance, if any, refunded. Thus in the case of a policy taken 
for 12 months refund is given if it is cancelled before expiry of 
six months after charging the short period rate and if it is can¬ 
celled later than eight months no refund is allowed for the 
unexpi red period. 

Several alterations are made in the terms of the policies from 
time to time on account of reduction of goods, change of the 
nature of the goods, change of the godowns, alteration of the 
value of the goods etc. Whenever such changes occur, the insu¬ 
rance company is promptly informed about it and an endorse¬ 
ment obtained from them. Such endorsement slips are carefully 
attached to the policies themselves. Consequential adjustments 
with regard to premia, if any, are made by the insurance company 
from time to time. 

About the time of the expiry of a policy, the insurance 
company sends out a notice with a request to renew the policy. 
This the company is not bound to do. The banker therefore 
notes in his diary the due dates of policies and gets into touch 
with the borrowers in time to get definite instructions about 
renewal. The bank has to be particularly careful in following 
the instructions of the borrowers. A renewal of policy contrary 
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to instructions makes the bank liable for negligence .even though 
it was acting merely as a gratuitous agent (Punjab National 
Bank vs. Diwanchand and others, 1931). Renewals must be 
effected in time ; and delay through negligence has sometimes 
disastrous consequences. In Ramsing vs. Century Insurance Co., 
Ltd., 1932, it was held that “ the insurance company by accept¬ 
ing renewal of a policy out of time does not take the risk of an 
accident having happened in the meantime unknown to itself.” 
It was held that “ a stipulation for fire insurance cannot be for 
the past; the risk to be guarded against is the risk in the future. 
A building which was not in existence cannot be insured even 
if the premium is accepted unknowingly.” 

’Insurance companies are generally anxious to settle claims 
promptly ; otherwise they get a bad name and lose business. In 
the case of a bank they are all the more anxious because of the 
bona fide nature of the bank’s transactions and the large volume 
of business banks put through. When, however, there are mate¬ 
rial discrepancies and the amount involved is large, the insurance 
companies decline to pay and banks may, in such cases, have to 
suffer the loss. The prime consideration for a bank therefore 
is first to safeguard its own interests in the event of fire. These 
interests are not necessarily identical with those of the borrower. 
Once its interests are satisfied, the bank will do well to leave 
the matter to the insurer and the insured to settle their differences 
separately. In such an event the insurance company has what 
is known as the right of subrogation. This right enables the 
company to step into the shoes of the bank and exercise such 
rights over the property as the bank could have exercised. Thus, 
if a fire is caused by the negligence of the borrower and the 
insurance company is called upon to indemnify the bank, the 
insurance company can compel the bank to sue the borrower 
for the damage which he (the borrower) has caused. Anything 
recovered will belong to the insurance company provided, of 
course, the insurance company had carried out its promise to 
indemnify the bank. 

The fact that the bank acts as the company’s agents does 
not bind the company for any wrong description where the bank 
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is also jointly insured. In Vulcan Insurance Co., Ltd., versus 
Dawsons Bank Ltd. (1933 and 1934) goods were stored in a 
godown with wooden walls and the Dawsons Bank who had 
advanced against the goods and at the same time were acting 
as agents of the company which accepted the risk did not make 
mention of the fact that there were wooden walls. The claim 
was repudiated on the ground that there was a material mistake 
in describing the construction of the godown. It was held that 
a knowledge to the bank as insurance agents of the company 
does not necessarily mean knowledge of these facts by the com¬ 
pany itself. A material misdescription means such as would 
affect the mind of a reasonable insurer either as to accepting 
the risk or as to the premium which he might place upon the 
risk. Where a misdescription is material or not is partly a 
question of fact and partly a question of law. In the event of 
fire slight inaccuracies arc overlooked so long as the amount is 
small, but where the amount involved is large, insurance com¬ 
panies examine closely every detail with a view to repudiate the 
claim. Even the smallest details relating to the policy then 
assume great importance. Hence at the time of taking delivery 
of goods and sending full particulars for purposes of insurance 
and also on all occasions when godowns are inspected, it is the 
duty of bank officials to pay special attention to the exact terms 
of the insurance policies with regard to the description of the 
property insured and sec that there are no circumstances which 
vitiate the claim in the event of a fire occurring. In particular, 
they should see that more hazardous goods than those mentioned 
in the policy are not stored and that nothing is kept nearabouts 
to increase the risk of fire. Anything detected should imme¬ 
diately be reported to the insurance company and the additional 
risk covered forthwith. 

As soon as a fire occurs, it is the duty of the insured to 
inform the insurer or his agents within reasonable time giving 
full particulars so that the latter could make all necessary 
enquiries and appoint a surveyor ; otherwise, the claim may be 
repudiated by the company. It must be remembered that the 
interests of the insurance company and the bank are not identical. 
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The chief consideration of the bank is to get back its money 
in the event of the fire ; as to how the fire occurred and whether 
there was any unauthorised removal of goods prior to the fire 
do not concern the bank. The claim for the bank’s money is 
made on the basis of its books and inspection records and on 
the strength of the bank’s mortgage clause but where the claim 
is grossly exaggerated and fraudulent only the actual loss of 
stock will be made good by the insurance company notwithstand¬ 
ing the fact that the insurance was a joint one and even though 
the insurable interest of the two parties were different (Guardian 
of India Assurance Co., Ltd., vs . J. Rustomji and another). 

.On payment of a further premium insurance companies 
cover the risk of loss by riot and civil commotion. This is done 
only where fire insurance already exists and up to the period the 
fire policy is in force. If the latter lapses, the cover for riot risk 
automatically lapses. The premium is quoted for 12 months 
during normal times but, during periods of apprehension, specially 
enhanced rates are quoted and risks are accepted for periods not 
extending over a month at a time. Where riots occur frequently 
banks insist on covering the risk simultaneously with the ordinary 
fire policies. 

In places where floods occur frequently, the loss by floods 
is also covered by insurance companies. The procedure is almost 
the same as in the case of riot risks, but the business is on a 
small scale and in a few places in India. Goods can also be 
covered under a Fire Policy against risks given below depending 
upon the susceptibility of these goods for different types of 
damages : 

(1) Explosion; (2) Spontaneous Combustion; (3) Earth¬ 
quake ; (4) Storm, Hurricane, Typhoon etc. 

Banks do not obtain cover for theft and similar types of 
risks as according to the letter of pledge or hypothecation, the 
borrower is responsible for such losses and on account of the 
bulk of the commodities, thefts are rare. 

Where a bank makes advances against goods in transit 
cover should be arranged against various transit losses such as 
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road or rail risks, theft, pilferage and non-delivery, damage by 
other cargo, water damage etc. 

Generally a Marine Policy covering all risks of physical loss 
or damage is obtained in respect of such goods when in transit 
by rail or road. 

In respect of imports and exports involving internal transit, 
warehouse to warehouse cover against all risks of physical loss 
or damage could be arranged with insurance companies. 
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COMMODITIES GENERALLY 

Banks usually maintain a list of approved commodities for 
guidance. In his day to day business, however, the Banker comes 
across several commodities which are not in this list but which 
are nevertheless satisfactory from a banking point of view for 
advancing against their security. The first question, therefore a 
bapker asks himself when a commodity is offered to him as 
security is whether it has a steady demand and is easily market¬ 
able and whether it can be kept under storage for some time 
without fear of deterioration. Once he is satisfied on that score, 
he accepts it as security after acquainting himself with the purpose 
for which the commodity is used, the several varieties available 
in the market and all the other details relating to its production, 
conservation, manufacture and distribution. In practice, there¬ 
fore any article of value is accepted as security provided it 
satisfies the usual conditions pertaining to approved commodities. 

A working knowledge of all the commodities that come into 
the markets in the various parts of the country is therefore of 
use to the banker. An attempt is made in this chapter to give 
a brief description of some of the commodities bankers generally 
come across in the course of their dealings. The information 
given herein is intended to serve as only a rough guidance and 
has invariably to be supplemented by a careful study of the com¬ 
modity and of local market conditions. It is hoped that this 
information will be of use in enabling the reader to follow 
intelligently the market trends of any given commodity and decide 
for himself about the desirability or otherwise of accepting as 
security such commodities as are offered but which may not find 
a place in the approved list usually maintained by banks. 

It is obviously beyond the scope of a work of this nature 
to give an exhaustive account of all the commodities that are 
accepted by banks as security. It must also be admitted that 
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the information given is not uniform in all cases, partly because 
reliable and up-to-date statistics are not available and partly 
because, although the commodity by itself may be of vital 
importance in the economy of the country it may not be really 
of value to the banker as security. Most of the commodities 
mentioned hereunder are however those that have come within 
the experience of the writer at several centres in India and so 
the indulgence of the reader is requested if some which are not 
so important are included or if some which are really important 
do not find a place in this chapter. 

A list of commodities dealt with in this Chapter is given for 
ready reference. 


I. Foodstuffs : 

1. Rice. 

2. Wheat. 

3. Millets. 

4. Maize. 

5. Pulses. 

6. Salt. 

7. Sugar. 

8. Cashewnut. 

9. Ghee. 

10. Tamarind. 


11. Fibres : 

11. Cotton. 

12. Jute. 

13. Coir. 


111. Oil Seeds : 

14. Linseed. 

15. Groundnuts. 

16. Mustard Group. 

17. Sesamum. 

18. Cotton Seed. 

19. Castor Seed. 

20. Copra. 


IV. Hill Produce : 

21. Tea. 

22. Coffee. 

23. Rubber. 

24. Lemongrass oil. 


V. Forest Produce : 

25. Timber. 

26. Sandalwood. 


VI. Spices : 

27. Pepper. 

28. Chillies. 

29. Ginger. 

30. Coriander. 

31. Cardamom 

32. Arccanut. 


VII. Dyeing and Tanning 
Substances : 

33. Turmeric. 

34. Myrobolams. 

35. Nux Vomica. 
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VIII. Miscellaneous : 

36. Tobacco. 

37. Soapnuts. 

38. Wool. 

39. Gold. 

40. Silver. 

IX. Manufactured Goods : 

41. Iron and Steel. 

42. Mineral Oils. 


43. Paper & paste 
boards. 

44. Matches. 

45. Cement. 

46. Hides & Skins. 

47. Manures. 

48. Crushed bones. 

49. Films. 

50. Coal. 


In view of the rapid industrialisation of the country a list 
of industrial products covering Engineering, Chemical and allied 
products is given for ready reference along with a list of Textiles, 
Processed food, handicrafts and miscellaneous manufactured 
goods. 


1. FOODSTUFFS 
1. Rice. 

Rice in the husk before hulling is known as paddy. In 
point of acreage, production and value paddy is the largest 
economic crop grown in India. It is chiefly grown in Andhra 
Pradesh, Bengal, Madras, Bihar, Orissa, Madhya Pradesh, Assam 
and Coorg. India is the second largest paddy producing country 
in the world ; yet she is also a large importer of paddy. The 
paddy crop in India is very much influenced by the monsoon ; 
its failure affects the crop considerably. Paddy is termed autumn, 
winter and summer crop according to the season in which it is 
harvested. Winter paddy is by far the most important crop and 
summer crop the least important. 

About 60 per cent of the Indian crop is retained in villages, 
and 40 per cent is the estimated exportable surplus. The 
heaviest arrival of paddy into the market is between December 
and May, since large stocks of the crop are rushed into the 
market immediately after the threshing season. 

11 
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From the commercial and marketing points of view the 
countless varieties of paddy found all over the country may be 
divided into three heads :— 

1. Size and shape of the grain — whether it is fine, 

medium or coarse. 

2. Conditions of the paddy — whether it is raw or par¬ 

boiled. 

3. Conversion of the paddy — whether by milling or by 

handpounding. 

The greater proportion of Indian paddy is par-boiled, about 
57 per cent of the sales being in the boiled state, and 43 per cent 
in the raw. About 73 per cent of Indian paddy is handpounded, 
and only 27 per cent machine-milled. 

About 5*7 per cent of the total Indian production is used 
for sowing purposes, 4-75 per cent for preparation of by-products, 
about less than 1 per cent is exported, and the remaining, nearly 
90 per cent along with imports, is practically all used in cooking, 
excepting a few thousand tons used for stock-feeding and indus¬ 
trial uses. Raw fine rice, newly harvested or a few months old, 
does not cook so well as older and more mature varieties, and 
so, line rice stored for a year or more commands a premium in 
price. Medium rice is the most important commercially as it 
constitutes nearly half the total market requirements in India. 

Par-boiled rice is cheaper than raw rice, and can be stored 
for a longer period. Consumption of par-boiled rice has increased 
considerably during the past 60 years. Consumption of machine- 
milled rice is also increasing. Even among the labouring and 
artisan classes there has been a rapid swing to milled rice, a 
large proportion of which is par-boiled. 

In India there is nothing like average price for rice due to 
the enormous varieties of the crop, the strongly localized demand 
for particular varieties in certain localities, the non-entry of the 
several commercial varieties in Inter-provincial trade of paddy, 
and the absence of large assembling markets. Large stocks are 
acquired by millers direct from the threshing floors of the culti¬ 
vators, and do not at all enter the paddy markets as such. There- 
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fore fairly complete records of prices are not available. Prices 
are depressed between December and May, the lowest being in 
January, corresponding to the arrival of stocks into the market. 
Prices in different centres do not show a tendency to move in 
sympathy. So also prices in consuming centres do not neces¬ 
sarily follow closely the market whence supplies are drawn, and 
may even show opposite tendencies. 

Differences in the paddy prices are based on (a) grain size, 
(b) milling quality, (c) age in certain areas, (d) impurity con¬ 
tent, proportion of damaged or defective grains, red grains, 
admixture of other qualities and moisture content. Prices of 
paddy are not usually quoted in the daily press or commercial 
papers, and the official quotations found in the Government 
Gazettes do not correspond to real prices in the market and arc 
of very little value for practical purposes. 

Paddy is stored in various ways. Wooden bins are fre¬ 
quently employed for keeping the grain, especially in Assam, 
Maharashtra, Kashmir, Mysore and Kerala. Home made struc¬ 
tures of straw and bamboo splits are by far the most common. 
Receptacles made of mud or brick work arc used in Bihar 
and Mysore. Ordinary pits in the ground arc also used for 
storage purposes by the cultivators in Orissa, Andhra Pradesh 
and in some parts of Bihar. In markets masonry godowns are 
used for storage. Paddy is stored in bulk while rice is stored 
in bags. 

Banks advance on a large scale against paddy stored in 
villages and in market centres by commission agents and whole¬ 
sale dealers. Storage is done with a view to take advantage of 
the rise in prices following the usual depression during harvest 
time and the stocks are cleared before the commencement of 
the next season. 

The bulk of bank’s advances against paddy and rice are made 
to rice factories which are generally run by a number of indivi¬ 
duals who form into a partnership firm from year to year. In 
the factories storage of paddy is done on a large scale in godowns, 
specially constructed for the purpose and thus paddy is hulled 
practically throughout the year. There will also be stocks of 
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paddy in process of being converted into rice and at the same 
time there will be appreciable quantities of rice of different 
varieties ready for being railed. Against stocks in godowns as 
well as stocks in process pledged or hypothecated to banks 
advances are made with about 25 to 30% margin and allowed 
to run practically throughout the year. 

Mills which prepare boiled rice also obtain finance in almost 
the same manner. Boiled rice is prepared by soaking paddy in 
water from 40 to 80 hours according to grain and season and by 
boiling it for 20 to 40 minutes and drying it before hulling. This 
business is largely in the hands of small millers in out of the way 
places where there is plenty of room to spread the rice, after 
steaming, to dry in the sun. Artificial drying is resorted to 
during rainy season. This par-boiled rice has a high nutritive 
value owing to its lighter milling. Advances to mills on boiled 
rice, however, arc only seasonal, while in the case of mills hulling 
raw rice the advances continue practically throughout the year. 

2. Wheat 

Wheat is one of the world’s staple foods. In India wheat 
growing is mainly concentrated in the northern part of the 
country ; for example, the Punjab, the Uttar Pradesh and the 
Madhya Pradesh contain more than 80% of the acreage in India. 
Although wheat is the most important cash crop, almost half 
the produce is retained by the cultivators and villagers. Between 
50 to 60 per cent of wheat is sold in the months immediately 
following the harvest and is stored in the markets, mills and the 
ports. 

In most of the up-country markets storage is done in Kothas 
generally or in a room in the Arhatiya’s shop or a portion of a 
dwelling house adopted for the purpose, or the Khathi, i.e., a pit 
in the ground lined with mud or with masonry, or of concrete. 

Judging from the experience with the elevators at Lyallpur 
this form of storage in elevators is not suitable to local conditions 
and unless there is a radical change in the system of farming 
such an experiment is not likely to succeed. As storage charges 
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are high, they tend to produce a serious depression "in prices at 
the harvest time. Stocks are at their highest in June, July and 
August. The carry-over at the end of the year in any district, 
usually does not exceed more than about two months supply. 
In the assembling markets in the producing areas, some wheat 
is stored in bulk and some put in sacks before storing. But in 
many cases, from that point onwards, all the wheat is handled 
in gunny bags. B-Twills 44"x26i" are used for export and the 
Heavy C 40"x28" are used in the internal trade. 

Banks readily advance against the security of wheat as there 
is always a steady demand for the commodity and consequently 
is easily saleable. A margin of 25 per cent is deemed adequate. 
The risks of storage are dampness, weevils, rats and white ants 
but no appreciable deterioration in value occurs on this account 
within a period of six to twelve months and stocks are usually 
sold out before the commencement of the next season. The 
average period of an advance against wheat is about six months. 

Of the wheat that is marketed, two-fifths is crushed for 
domestic use in hand chekkis, two-fifths is converted into flour 
in small power driven chekkis and only one-fifth is dealt with 
in the larger roller mills. The products of the mills are known 
in the country as maida, atta and sujji representing various grades 
of flour in order of fineness but they are all grouped under the 
term wheat flour. 

Wheat flour is stored in bags and sent to the wholesale 
dealers in consuming centres. Its export corresponds to the 
export of wheat, spasmodic and irregular, depending upon world 
prices and the price of competing foodstuffs in India. Whole¬ 
sale dealers stock wheat flour on a large scale and obtain 
advances from banks but these advances are made for a period 
of three to six months only as the flour is liable to damage much 
earlier than wheat. As there is always a disinclination to use 
ready made flour amongst consumers, specially because of fear 
of deterioration in quality and of adulteration, flour is not as 
readily saleable as wheat. A margin of 30 per cent is therefore 
usually kept. 
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3. Millets 

A number of important food crops are grouped under the 
category of millets. The most important amongst them is Jowar 
or Cholam. This is the staple food for the agricultural popula¬ 
tion in South India. The next in importance is bajra, otherwise 
known as pearl millet. There are other varieties also such as 
Maize, Ragi, etc. The millet crops begin to appear in up- 
country markets towards the end of October and trading is brisk 
from November to March. The greater part of the crop is 
locally consumed ; very little is exported to foreign countries. 
Storage is generally in bags though at the producing centres they 
arc also stored loose. The quantity of millets is, however, on a 
small scale and advances by banks against them are not for any 
substantial amounts. Stocks last without any appreciable damage 
to quality for about six months and generally released before 
the commencement of the next season. A margin of 30 to 40 
per cent is maintained as the demand for these commodities is 
not so universal as in the case of rice or wheat. 

4. Maize 

Maize is grown practically all over India though its culti¬ 
vation on extensive scale is confined to Northern India. The 
major portion of the crop is consumed locally by the poor and 
very little is exported. It is also used for manufacturing starch. 
Its price is low and it is not stored in market places for any 
length of time and so it is not regularly offered as security to 
banks. Whatever advances are made, are on the same basis as 
millets. 

5. Pulses 

There are several varieties of pulse crops in India which 
are important because of their nutritive value. The chief varieties 
are tur, bengal gram, small gram, black gram, etc. Of these, 
tur is the most important and is grown largely in the Punjab 
and in Uttar Pradesh. The new crop comes into the market 
generally in April and is absorbed before the rains start. The 
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major portion is consumed locally and wherever it is not grown, 
it is imported from other places in the country. Only a small 
portion is exported to foreign countries, the chief destination 
being the United States of America, Ceylon, the Straits Settle¬ 
ments, Mauritius and Aden. The production of other grams is 
however, on a much smaller scale and they are consumed almost 
entirely in the country itself. 

Advances are obtained from banks against the security of 
grams on a small scale. Stocks are held not only in the producing 
centres but also in the distributing centres. In the former case 
storage is loose as well as in bags, while in the latter it is more 
often in bags to facilitate transport. The grams are subject to 
weevil damage and so are not stored for a longer period than 
3 to 6 months. Though they do not form the staple food of the 
people, such as rice or wheat, but form only important adjuncts, 
there is always a steady demand for them and the stocks are 
easily marketable and so a margin of 30 per cent is usually 
maintained. 

There are several other food grains such as arhar, lentils, 
beans, peas, etc., which are grouped under the heading of pulses 
but they arc produced in small quantities and marketed imme¬ 
diately thereafter without storage being made to any appreciable 
extent. 


6. Salt 

Salt is produced along the coast line throughout India where 
there arc creeks from which sea water is baled out into fields, 
otherwise called pans and allowed to dry. The salt thus pro¬ 
duced is gathered and stored in depots under the supervision 
and control of Government who levy a duty before the salt is 
allowed to be taken out for sale. In some places storage is in 
open thatched sheds with salt merely heaped up with the name 
of the owner prominently displayed thereon by a sign board. 
In other places it is stored loose in big warehouses constructed 
by the Government and kept under the joint custody of the owner 
and the Government. 
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Against stocks under lock and key, advances are made by 
banks, the locks of the owner being substituted by bank’s locks. 
Whenever the stocks have to be taken out, the borrower pays 
the corresponding value and the bank’s godownkeeper opens the 
godown along with the representative of the Government and 
allows delivery of the exact quantity paid for. Government do 
not recognise the interests of the banks or any other lenders and 
reserve to themselves the right to refuse delivery until all their 
own claims are satisfied. Government, however, are interested 
only in collection of duty and not in the commodity itself. Hence 
the pledge of the stocks by borrowers gives an absolute right 
against other creditors. The bank is treated as only one of the 
agents of the salt owners and so an irrevocable Power of Attor¬ 
ney is obtained, to enable the bank to deal with the stocks 
according to necessity without having to ask for the assistance 
of the borrower at every stage. Government do not allow the 
display of the bank’s sign board. Salt is of such universal 
demand and the prices arc subject to such little fluctuations that 
a margin of 20 to 25 per cent is deemed sufficient. Salt is stored 
loose. Government, however, maintain records of quantities 
stored and give a certificate of stocks whenever required and 
this certificate is sufficient for all practical purposes. Salt does 
not deteriorate through long storage. When exposed to all kinds 
of weather a solid crust is formed above the heap which serves 
as an efficient cover against further deterioration. 

Producers of salt sometimes sell to wholesale dealers against 
cash payment of value and hold them on pending delivery at 
sonic future date. In such cases dealers obtain advances from 
banks against those stocks held on their behalf by the producers 
who give an undertaking to banks not to deliver the salt except 
with bank’s written permission. So long as the producers are 
respectable and reliable and are independent of the dealers such 
advances are safe as the producers are practically in the position 
of warehousekeepers. 

Salt trade used to be financed in other ways also but these 
facilities have since been withdrawn. Chief of these methods 
were : (1) Salt Credits ; Government used to allow payment of 
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duty six months after delivery of salt provided sufficient security 
is deposited with them. Banks used to keep with the Collector 
of Salt Revenue adequate security in the shape of G.P. Notes 
and at the request of salt merchants used to obtain delivery 
orders on the various factories for required quantities from time 
to time. Merchants buy those salt orders at a cash discount at 
a rate approximately equivalent to interest payable on six months 
deposits on such monies. At the end of six months banks pay 
the amount due to the Government. Deposits under salt credits 
used to amount to several lakhs of rupees and the difference in 
rate of interest paid on such deposits and the interests earned 
on G.P. Notes lodged with Government as security formed a 
substantial profit to banks. This business, however, ceased on 
Government withdrawing these credit facilities. 

(2) Instead of the salt credit business, banks subsequently 
were lending against salt or by indenting salt on behalf of whole¬ 
sale dealers and paying the full amount of cash while receiving 
only 10 per cent advance from merchants. Salt thus indented, 
is railed by the factory with the banks as consignees, to destina¬ 
tions mentioned in the indents and the relative railway receipts 
are sent to the banks concerned who, in turn forward railway 
receipts to their Agents at the place where the salt is to bo 
delivered along with the merchants’ bill covering the amount 
payable for the consignment. The buyer at the other end pays 
cash and obtains the railway receipt. The bank thus recovers 
the 90 per cent cash advanced against the security of salt. In 
other words, the banker’s advance is against salt sold out and 
in transit and the margin is therefore kept as low as 10 per cent. 
This business came to an end on Government declining to accept 
indents except from recognised dealers in salt. 

7. Sugar 

Gur otherwise known as jaggery is manufactured in most 
sugarcane growing villages by crushing sugarcane in small bullock 
driven mills or in the more modern roller mills driven by oil 
engines. Gur is an important part of Indian food and so a major 
portion of sugarcane grown in India is converted into gur even 
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though it is manufactured not only from sugarcane but also from 
palmyra, coconut, sago and wild date. Sugarcane juice is boiled 
in big shallow iron pans over a crude furnace, the fresh juice 
being boiled down to a solidifying point with the addition of 
some chemicals which enable impurities to be removed. The 
extraction of the juice from cane is about 60 per cent in the 
case of bullock-driven mills. Gur varies greatly in colour, con¬ 
sistency, shape, taste and keeping quality, the best quality of 
gur being produced in Coimbatore, Kolhapur and Meerut. 
Superior gur remains in good condition for about a year where 
the climate is dry, but it deteriorates in humid atmosphere in 
about three months. During the rainy season therefore gur is 
heated to prevent its becoming watery by burning husk in the 
godowns with all the doors and windows closed. Storage is in 
baskets or bags of uniform weight which are kept on wooden 
or bamboo shelves to guard against dampness. 

At the producing centres and at the marketing places, jaggery 
is stored during the season and sold out before the commence¬ 
ment of the next season. Against pledge of stocks thus stored, 
banks advance with a margin of about 30 per cent. Jaggery is 
consumed by the poor and middle class people and has a steady 
demand and so such advances arc quite safe. Storages can last 
for about a year provided sufficient care against deterioration is 
taken during the rainy season. Smoking of jaggery is attendant 
with some risk of fire. Precautions are therefore taken both by 
the borrowers and the banks against this risk. 

Sugar produced by indigenous processes in which neither 
vacuum pan or vacuum evaporator is employed is known as 
Khandsari sugar. Under the Sugar Excise Duty Act, 1934, 
excise duty is levied on any form of sugar containing more than 
90 per cent of sucrose produced in a factory with the aid of 
power. For a time khandsari sugar was exempt from excise 
duty. Khandsari sugar is brown and is supposed to be better in 
quality and so is largely consumed in some localities in prefer¬ 
ence to the ordinary sugar. 

Indian sugar industry has developed remarkably since the 
introduction of the customs tariff in 1931. Instead of being a 
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large importer of sugar, India has since become the largest sugar 
producing country in the world. Sugarcane is grown largely in 
the Uttar Pradesh and Bihar; consequently the largest number of 
factories are situated in that area. India is now self-sufficient 
with regard to sugar and is even in a position to export to foreign 
countries. There is an International Agreement about sugar 
exports. The season for crushing cane lasts for only four to six 
months and so all the production of sugar is concentrated within 
that short period. Stocks of sugar are held in the mills and sent 
to consuming centres throughout the year according to demand. 
Against stocks of such sugar lying in the mills advances are 
obtained on a large scale from banks. Sugar is stored in bags 
and hence there is practically no difficulty in finding out the 
quantity, quality or value of the sugar under pledge or hypothe¬ 
cation to banks. Moreover, sugar lasts for over a year without 
getting deteriorated. Hence a margin of only 15 to 25 per cent 
is usually kept. 

8. Cashewnut 

Cashcwnuts are grown in large quantities on the west coast 
of India. The kernel is used for edible purposes. It is con¬ 
sumed mainly in the country itself till about half of a century 
ago when a special process for keeping the kernel from decay 
was discovered. From that time onwards cashewnut kernels arc 
being exported on a large scale mainly to United States of 
America, and on a small scale to the United Kingdom, Germany 
and France. The crop comes into the market in the month of 
March and April and is sold out by June. The nuts are pur¬ 
chased mostly by factory owners and stored for use throughout 
the year. When the supplies get exhausted, the nuts arc imported 
from South Africa. The latter are inferior in quality and so 
are not in demand except when the local supplies run short. 

When properly dried, the nuts can be stored for more than 
two years without any deterioration in quality. In view, however, 
of the shortage in supplies in India, the stocks get exhausted 
before the beginning of the next season and no stocks are kept 
under storage for more than a year. Prices of the nuts, however, 
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depend mainly on the prices available for the kernels overseas 
and as the kernels are mostly prepared for foreign market and 
local consumption is limited, advances on cashewnuts are made 
on the basis of the prices quoted in foreign markets. Should 
the foreign demand slacken and there is a consequent depression 
in prices, cashewnuts become practically unsaleable in India. 
Hence advances against this commodity are made on a restricted 
scale looking to the total annual turnover of the particular factory 
seeking accommodation and the ability of the factory to sell 
under letters of credit. As long as the advances against cashew¬ 
nuts are made to the factory owners themselves with regard to 
their probable requirements for the year, business is safe. Banks 
stipulate a margin of 40 to 50% for advances without lodgement 
of Letters of Credit covering the stock of cashewnut kernels 
while against stocks covered by Letters of Credit, a margin of 
25 to 30% is deemed sufficient. 

There are wide fluctuations in prices dependent on the 
quality of the cashewnuts and the demand of the factory owners. 
Advances to commission agents and other dealers are not made 
on any appreciable scale, and, in their case, a margin of 50% 
is insisted upon because cashewnut factories complete their 
purchases during the season and adjust their production accord¬ 
ing to stocks in hand without calculating on the possibility of 
purchase from middlemen during the off-season. 

Cashewnut factories generally manage with their finances or 
with capital borrowed from private money lenders. As the 
industry is not on a well established basis, banks are reluctant 
to advance them as in the case of other industries. The process 
of decorticating the kernels is simple. The nuts are fried over 
a slow fire and after they get cool the outer cover is split and 
peeled by hand. The value of the kernel is determined by its 
size, the unbroken kernels known as “ Wholes ” fetching the 
maximum prices while broken ones and splits fetch a much lower 
price. Kernels arc carefully graded and vacuum packed in tins. 
This process preserves the kernels from damage by insects during 
long storage. Advances against sealed tins are asked for and 
granted but the position of banks is generally embarrassing as 
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the contents of such tins cannot be easily inspected. Even if a 
tin or two are picked at random and broken open, the problem 
is not fully solved. Advances are, however, made against such' 
tins at ports awaiting shipment depending on the honesty and 
integrity of the manufacturer so long as letters of credit covering 
the stocks are lodged with banks. The value is calculated on 
the basis of prices in the letters of credit and a margin of 10 to 
25 per cent is kept according to the position and worth of the 
borrower. Such advances are repaid immediately on shipment 
by the proceeds of relative bills. 

Cashewnut oil has recently been found to be of use and 
its production has started on a large scale. Hitherto, shells were 
being used as fuel in roasting the nuts. There was only one 
factory before but others are now coming into being and it looks 
as if the oil is going to be more valuable than the kernel itself. 

9. Ghee 

Ghee is produced mainly for internal consumption and is 
used largely in place of butter in other countries. It is produced 
in almost all parts of India. There is now a considerable internal 
trade with the development of scientific methods of preparing 
Vanaspati or vegetable oils to imitate ghee by deodorising and 
by dehydration of oils. Pure ghee is adulterated which affects 
the price and the trade to a large extent. The value of ghee is 
so high, even when adulterated, it commands a much higher 
price than any of the vegetable oils. 

In places where there is ample fodder and grazing grounds, 
yield from cattle is good and in such places ghee is produced 
in large quantities. Immediately after the monsoon, ghee is 
obtained in abundance when it is stored in big earthen pots and 
in drums, and pledged with banks for advance. A margin of 
25 to 30 per cent is deemed sufficient because of the easy 
marketability of the commodity. Ghee, however, deteriorates 
rapidly by storage and so advances are not allowed for periods 
longer than 3 to 6 months. In consuming centres, wholesale 
dealers also obtain advances but storage in such centres is gene¬ 
rally in tins of four gallons each. Special care and vigilance is 
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required not only to detect leakages which are common, but 
also against fraud as several instances have been found where 
inferior oil, and even water was filled in the tins and passed off 
as good ghee. 

10. Tamarind 

Tamarind is produced in several parts of the country and 
is an important ingredient in the dietary of South India. It is 
chiefly produced for local consumption on a small scale, and 
statistics of the commodity arc therefore not available. 

It comes on to the market from January to March and is 
purchased by wholesale dealers for storage and sale at a profit 
during the off-season. Storage is made in baskets or bags and 
advances are made by banks with a margin of about 40 per 
cent. The commodity lasts without deterioration for about 6 to 
8 months in the year, and as demand for the commodity is steady, 
advances against it are considered safe. There are two varieties, 
the seeded variety attracts worms and the seeds add to the weight. 

I he seedless variety lasts longer. As in the case of old rice, 
tamarind is supposed to improve in quality to a limited extent 
during storage, but is not carried over beyond the next season. 

11. FIBRES 
11. Cotton 

In India cotton produced is of many different types and its 
cultivation is scattered over many parts of India and not located 
in one belt as in America. The Maharashtra and Gujerat States 
have about 30 per cent of the total area in India, but even within 
those States conditions are so diverse that they contain no less 
than four distinct cotton tracts, each growing a different variety. 

Before removal of the seed, cotton is known as Kappas. In 
important cotton growing areas, there are ginning factories 
owned by dealers in cotton mills who prefer to gin their cotton 
themselves to ensure quality. Kappas is purchased in the open 
market by the factory-owners and is also brought to the ginning 
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factories by the cultivators themselves for sale. Against the 
security of kappas lying in godowns and also against cotton 
which is ginned and kept in gunny bags (otherwise known as 
borahs) awaiting despatch or sales, banks make advances with 
a margin of 30 per cent. These advances are seasonal and run 
for a period of 3 to 6 months only. When kappas is no longer 
available the ginning factories close therr business and, as the 
stocks get cleared, the advances from the banks are repaid 
usually before the outbreak of the monsoon. 

Storage of kappas whether loos? or in borahs presents a 
good deal of difficulty with regard to ascertaining the quantity. 
In loose storage the pressure at which the stock is stored 

is ’not the same and so the usual methods of ascertaining 

cubical contents will not give the correct or even approximate 
quantity. This is especially so in the case of cotton stored loose 
because it is more susceptible to pressure during storage and 
on account of uneven pressure in any given godown the calcula¬ 
tions of cubical contents often go wrong. Even if stored in 
borahs, the quantity varies according to the pressure used during 
storage and so, the borahs are actually weighed. In all these 
cases, the books maintained by the borrowers serve as a rough 
guidance. 

When cotton is ginned and is ready for sale, it is sold in 

borahs or in fully pressed bales. Against cotton thus purchased 

and stored in godowns, advances are made by banks to mills 
with a margin of 25 per cent. Cotton during the process of 
manufacture into yarn, is hypothecated to banks and advances 
obtained with a margin of 50 per cent. As it is difficult to 
ascertain the exact quantity in process and as the books of these 
mills are kept in such a manner that it is not possible to ascer¬ 
tain the exact quantity from them a limit is roughly fixed as the 
maximum amount that can be allowed as against the value of 
stocks in process. 

Advances are made on a large scale by banks against fully 
pressed cotton bales stored in important distributing centres and 
in ports of export. The quality and quantity arc easily ascertain¬ 
able from the relative invoices and as cotton is of universal 
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demand and easily saleable, a margin of 25 per cent only is 
maintained. In the producing centres, cotton is stored in borahs 
and kept over for a fairly long time, in anticipation of a rise in 
prices. Cotton thus stored as well as cotton in bales can be kept 
over for a year and even two years without any appreciable dete¬ 
rioration in quality. Hence advances are allowed to run for a 
year though in cases where stocks are older than 12 months a 
higher margin is usually demanded. 

Advances arc also made against cotton stored in private- 
owned mandis where several owners of cotton store their goods 
in separate looms under the control of the mandi owner, who 
is in effect only a commission agent. The latter generally makes 
some proportionate advances to people who stock goods with 
him and authorise him to sell within certain limits; and the 
commission agent pledges or hypothecates to banks such stocks 
pending sale. These advances are generally for short periods and 
are repaid in full before the commencement of the next season. 

As cotton goes through various processes before it emerges 
out as yarn certain amount of it is thrown out and is called 
cotton waste. There are very many varieties of this waste cotton 
and consequently the prices also vary considerably. The highest 
value is for what is known as “ bondas ” or usable waste. It 
looks very much like ordinary cotton itself and is used in mixing 
in small proportions with good cotton. The next variety of waste 
is used for beds, for stuffing purposes etc. The inferior quality 
of waste is used in cordite factories for munition purposes. The 
value of waste depends to a large extent on the prevailing price 
of cotton. Some mills generally enter into annual contracts with 
dealers for the various varieties of waste cotton available in their 
mills. Others allow the stocks to accumulate and put them up 
for auction periodically. Dealers in waste cotton get it fully 
pressed and baled and export it to foreign countries either on 
consignment basis or under letters of credit. As it is difficult 
to ascertain the exact quality of such waste cotton, advances are 
not usually made by banks against its security and if made the 
market value is calculated on the price of the lowest variety. 

In the case of goods exported under letters of credit, advances 
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are, however, made during the period of transit from the mills 
to the seaports and even until the stocks are actually put on 
board the steamer. A margin of 40 per cent is maintained on 
market value. As the value depends upon the price of cotton, 
these stocks are not allowed to lie over for a period longer 
than three to six months and values are adjusted at every subs¬ 
tantial change in cotton prices. 

Bombay has been for many years the real seat of the cotton 
industry in India. Within recent years, however, the mill industry 
has developed in other centres also, especially in places like 
Ahmedabad, Coimbatore, Delhi, and Baroda where they are 
close to the cotton producing centres and cloth consuming mar¬ 
kets. • At present, Ahmedabad occupies the second place in this 
industry. There arc several mills in other places also, most 
important of them being in Madras, Madura and Coimbatore in 
the Madras State, Nagpur in the Maharashtra State and Cawn- 
porc in the Uttar Pradesh. 

Yarn :—In the early days of the textile industry, yarn of 
lower counts was mostly produced for shipment to China and 
for the handlooms of India. The increasing competition of Japan 
in the China market and the growth of mills in that country and 
also the uncertainties consequent on the exchange fluctuations 
in China made it unprofitable to produce yarn for the Chinese 
market. Hence the production of lower counts has been on the 
decrease within recent years and mills have taken to spinning 
higher counts, importing from America and South Africa cotton 
suitable for this purpose. The tendency has also been to erect 
more looms and to produce more dyed and bleached goods with 
a view to compete with foreign cloth. 

Advances are freely made by banks against yarn with a 
margin of only 30 per cent as it is easily saleable and the demand 
is steady. The mills hypothecate the yarn produced from day 
to day until it is packed in suitable lots and baled. Once yarn 
is baled, it is removed into pucca godowns and kept under pledge 
with banks pending sale and despatch. 

Against hypothecated goods a margin of 50 per cent is 
usually demanded while against goods under pledge, a margin 
12 
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of 30 per cent is accepted because in the latter case, the goods 
are ready for sale while in the former, a good deal of work 
remains to be done before it is ready for the market. Yarn bales, 
however, do not lie over for any length of time as they are 
generally quickly disposed ofl or in case where there are forward 
sales, they are kept over till due date. In the case of big mills 
having a weaving section also the yarn produced in the mill is 
consumed in the weaving section and nothing is available for sale. 

A major portion of yarn produced is freely bought in the 
market by wholesale dealers who sell cither to other mills or to 
dealers in distributing centres. As a good deal of yarn is required 
by handloom weavers and as they are generally too poor to store 
any, a considerable quantity is stored by middlemen. Against 
such stocks, banks advance with a margin of 30 per cent. As 
yarn is stored in fully pressed bales, banks find it difficult to 
verify contents because manufacturers’ invoices are not usually 
available with these small dealers and it is risky to rely on 
invoices of wholesale yarn dealers. Hence when manufacturer’s 
invoices are not produced, banks test the contents by getting a 
few bales opened for examination. Yarn prices arc, however, 
subject to heavy fluctuations and so a special watch on market 
trends is regularly kept. 

Advances against pieccgoods arc made on a large scale in 
the producing centres as well as in the distributing markets, and 
at important sea-ports. In the case of grey and bleached piece- 
goods under which are classed Chadars, Dhoties, Drills, and 
Jeans, Cambrics, Printers, Shirting and Long cloth, tent cloth, 
Khadi, Dungri, etc., the margin is generally kept at about 35 to 
40 per cent as the sales do not depend upon seasons or fashions. 
They arc for common use and with a slight decrease in price in 
case of necessity, forced sales can easily be effected. They are 
usually packed in dealwood cases and arc kept over for a fairly 
long time without any fear of their becoming unsaleable. Though 
stocks which arc over one year old are not readily accepted as 
security, a good deal of latitude is allowed when required. 

In the case of coloured pieccgoods and other varieties 
mentioned above, a good deal of care is exercised. The goods 
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are manufactured generally at the request of the selling agents 
who gauge the market tendencies and decide what would sell 
best. A great deal depends upon fashions and tastes besides 
quality and reputation of particular mills. Advances are made 
by banks with a margin of 40 to 50 per cent and are not allowed 
to run beyond one year. The cloth is carefully packed in pressed 
bales and samples are separately supplied with distinctive num¬ 
bers for purposes of identification. In view of the numerous 
varieties, it is difficult to ascertain the exact market value and 
so the banker depends to a large extent on the manufacture’s 
invoices only. On a forced sale such goods are not readily 
taken up by buyers and oftentimes even 50 per cent margin is 
found inadequate. 

In the case of foreign piecegoods, foreign importing houses 
themselves hold over the goods until actually required by the 
wholesale dealers and so advances against goods imported from 
foreign countries are not made on any appreciable scale. If the 
goods are not sold out by the direct importer within six months 
to twelve months of their arrival in this country, there is always 
a risk of their becoming practically unsaleable later on. Even 
so, where the goods are of standard quality, advances are made 
on a limited scale with a margin of 50 to 60 per cent to highly 
respectable borrowers with stipulations about release of goods 
within a specified period. 

Advances to mills themselves are on a different footing. In 
some places goods are pledged as well as hypothecated according 
to convenience while in others all the movable property is hypo¬ 
thecated and a certain proportion, say 25 to 50 per cent of the 
total value is advanced. Special terms are stipulated about 
margins and repayments and a stipulation is made that no charge 
will be created on fixed assets without the bank’s special permis¬ 
sion. Where advances are made against specific goods the usual 
procedure relating to pledges and hypothecation is followed, 
while with regard to advances against floating assets the periodical 
statements are carefully scrutinised and stocks formally inspected 
once in a way. 
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12. Jute 

Jute enjoys the unique position of being produced only in 
India and Pakistan and nowhere else in the world. The demand 
for jute in the world’s markets is based upon the fact that no 
cheaper fibre is procurable for bagging of agricultural produce. 
Its production is concentrated mainly in Bengal and Assam, in 
the Ganges and the Brahmaputra delta. It is also grown in 
Bihar and Orissa, and, in northern parts of Andhra Pradesh, jute 
of a slightly different variety, known as Bhimilipatam, is grown. 
Only a small portion of raw jute is exported, the major portion 
being consumed by the Indian mills. The development of jute- 
mill industry has been rapid since the beginning of the present 
century because of the expansion of international demand for 
manufactured goods and the consequent increased demand for 
jute bags and cloth. 

Jute is generally sown from March to May and harvested 
from July to September. The crop is cut before ripening and 
retted for three weeks in water before the fibre is removed by 
washing and beating. The fibre is classified according to its 
strength, length, colour, fineness and absence of roots and other 
defects. There are six recognised classes of jute : (1) Hessian 
Warp, (2) Hessian Weft, (3) Sacking Warp, (4) Sacking Weft, 
(5) Rejections, and (6) Cuttings. The last named two varieties 
are soaked in oil and water before they are usable even as weft 
and so command a very low price. To facilitate transport from 
place to place jute is pressed in bales. Those which are baled 
by hand press are called Kutcha bales while those done by steam 
press arc called Pucca bales. The former are meant for internal 
trade only. The pressed bales arc of different sorts, depending 
upon the particular baling press. 

The marketing of jute passes through several stages. The 
Bcpari or petty dealer receives advances from a Mahajan or 
broker, and purchases jute from the cultivator. The Mahajan 
sells it to the exporting firms or mills or balers or other brokers. 
The purchasers in the Calcutta market can be classified under 
three headings ; Balers, Shippers and the Millers. Several ship- 
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pers as well as millers own baling presses. In any case, advances 
by banks are made while the goods are in the hands of any one 
of these three dealers. In the case of the balers, the baling is' 
done sometimes on their own account and sometimes on account 
of the customers. In the latter case, the balers issue certi¬ 
ficate of bales held by them and give an undertaking to banks 
not to deliver them except with the written authority of the banks 
concerned. Banks accept such certificates and advance against 
the stocks. The baler is then in the position of a warehouse¬ 
keeper. The stocks are inspected as and when required. Advan¬ 
ces to shippers also are made but they are only for temporary 
periods pending shipment and in their case also, the certificates 
of the balers are freely accepted. 

In the case of the millers, jute is stored loose as well as in 
bales and kept in godowns under bank's lock and key. In such 
cases, a margin of 30 per cent is deemed sufficient as mills buy 
jute for their own consumption. While storage of stocks in 
pucca bales does not present any serious difficulties in ascertain¬ 
ing quantity, jute stored loose or in bundles presents problems 
about verification of quantity. These difficulties are overcome 
by storing the jute in the presence of the bank’s godownkeeper. 
Unless jute is thoroughly dried in the sun, it gets spoiled during 
long storage, and as dealers purposely wet the stocks before sale 
to gain weight, special care has to be exercised in this respect. 

Jute is chiefly manufactured into gunny bags and gunny 
clothes. Within recent times, canvas, rope, twine etc., are also 
being manufactured, while very recently with a union of cotton, 
jute fabrics are also produced as substitutes of flax. Hessian is 
the term applied to the finest quality of jute. 

A table showing the size, weight and texture of the principal 
jute manufactures is given below. It will be seen therefrom that 
there are several varieties of gunny bags in use and a bag of 
standard size differs from commodity to commodity and from 
place to place. 
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Description 

Breadth & length 
(in inches) 

Weight 

A. twills 

44 

X 

26i hd. 

15-82 

Twill bags 

51 

X 

30 „ 

.... 

A. twill bag 

26) 

X 

18 „ 

16-62 

Australian wool packs 

54 X 27 

X 

27 „ 

23-3 

Australian corn sacks 

44 

X 

261 

17-4 

Cape wool packs 

54 X 27 

X 

27 

16-5 

Chair packs 

54 x 27 

X 

27 

10 3 

Coal Bags 

36 

X 

28 

.... 

Corn sacks (Australian) 

44 

X 

261 

17-4 

Cement bags 

311 

X 

22 

13 0 

Cocoa sugar bags 

40 

X 

29 

14-5 

D.W. sheets 

84 

X 

54 sclv. 


D.W. packs 

72 x 36 

X 

36 hd. 


Dump packs 

32 X 27 

X 

27 

33-5 

D.W. bags (Hour plain) 

56 

x 

28 

12-5 

English corn sacks 

53 

X 

27 

15-82 

Egyptian grain sacks 

60 

X 

30 

23-4 

Egyptian sugar bags 

48 

X 

28 

14-5 

Heavy C. bags (plain) 

40 

X 

28 

17-3 

Liverpool twills (B) 

44 

X 

261 

15-82 

Sugar bags 

44 

X 

27 

.... 

Salt bags (D.W.) 

45 

X 

26 

12*4 

Twill bags 

27 

X 

20 



In the Indian Mills jute is chiefly manufactured into cloth 
known as gunny and hessian. In the case of gunny strong coarse 
jute is used while hessian is from the finer quality of canvas or 
rope cloth. Sacking has three qualities, namely: (1) Twill 
double, (2) Heavy C\, (3) Plain quality. In weaving, the words 
warp and weft are termed as porter and shot respectively. The 
terms porter and shot denote the number of streaches in warp 
and weft respectively light hessian having 9 porters and 10 shots 
and good hessian 10 porters and 11 shots. 
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Gunny bags and cloth in fully pressed bales are stored on 
a large scale in distributing centres and advances are obtained 
against their security from banks. The marks on the bales are % 
easily identifiable with the relative invoices. As bales are required 
for storing as well as for transport and are consequently of 
universal demand, a margin of 25 per cent is generally sufficient. 
Prices, however, fluctuate frequently due to market speculations 
and world conditions and so a careful watch has to be kept on 
market prices. So long as the storage of the bales is done in 
pucca godowns there is no fear of damage or deterioration and 
can be kept over for a number of years. The bags are, however, 
required for frequent use, and so they are not stored for long 
perio’ds and advances against such stocks are generally liquidated 
within 6 months of storage. The contents of each bale are 
marked on the outside and the invoices show the exact quantity 
and value. 

13. Coir 

Coir is chiefly produced in the Kerala State. India and 
Ceylon have a virtual monopoly of its product. While in Ceylon 
the coir is extracted by chemical devices, in India it is generally 
by hand and so is superior in quality to that of Ceylon. After 
the coconut within is ripe and before the husk gets dried, the 
copra is extracted and the husk is wetted in water for 2 or 3 
weeks. At the end of this period fibre is extracted by hand, 
dried in the shade and after some further process the fibre is 
spun into yarn by hand or on the wheel. The yarn is then tied 
into bundles and then taken to the market for sale. At the 
marketing centres the commission agents and middlemen store 
the stocks for sale at suitable opportunities. The owners of the 
goods obtain financial accommodation by pledging or hypothe¬ 
cating stocks stored. Such advances are, however, repaid before 
the rainy season is over as the coir season ends about that time. 
The value of yarn depends upon the weight and as the bundles 
are not weighed before storing some difficulty is generally expe¬ 
rienced in ascertaining the exact quantity. In such cases, how¬ 
ever, the borrowers maintain accounts carefully as they them- 
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selves have to render accounts to original owners after the sale 
is effected, and these accounts are available for purposes of 
verification of stocks. 

Yarn is bundled separately according to colour and thick¬ 
ness. The usual weight of a bundle is a standard maund or 
multiples thereof. The shippers at the seaports buy such yarn, 
store it according to the requirements of the continental markets 
by getting it rewinded into long hanks of 450 yards weighing 
2i lbs. each. These hanks are then tied together and bundled, 
each weighing 1 cwt. and then baled under hydraulic press before 
it is shipped. Arrangements are usually made with the owners 
of the baling presses to keep such fully pressed bales with them 
free of rent until the shipment is made. The shipment usually 
takes about 2 to 3 months according to the orders on hand and 
the destination of the steamers calling at the seaports. During 
this period advances arc obtained from banks against stocks. 
As the bales are however in the custody of the press owners the 
latter issue certificates, with an undertaking not to deliver the 
goods unless an order in writing from the bank concerned is 
produced. For all practical purposes the owner of the press is 
a warehouse keeper and provided he is respectable and trust¬ 
worthy the advance is safe. So long as the stocks arc shipped 
rapidly and letters of credit to cover such shipments arc deposited 
with the landing bank the risk on such advances is not much. 
Where, however, advances are made without letters of credit 
and the goods do not move rapidly the advances become risky 
as the stocks having been prepared mainly for foreign markets 
cannot subsequently be sold for local consumption. This is so 
because sorting, grading and baling for foreign markets are 
different and the charges for baling incurred amount to about 
25 per cent of the total value of a bale itself. The prices of yarn 
in the foreign markets are liable to heavy fluctuations and so a 
margin of about 10 to 25 per cent is generally stipulated accord¬ 
ing to the position and worth of the shipper. In the case of 
advances without letters of credit much depends upon the condi¬ 
tions of the foreign market and even a margin of 50 per cent 
may sometimes be found inadequate. 
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Coir yarn is purchased during the season by the manufac¬ 
turers for use in their factories and is stored in godowns. It is 
not baled but merely bundled and so ascertaining quantity is 
difficult. Storage in the presence of the bank’s godownkeeper' 
is insisted upon where the stocks are proposed to be pledged. 
The general practice, however, is to hypothecate merely stocks 
under storage, in process and also the finished product, so that 
the advance is similar to advances to other manufacturing con¬ 
cerns. While it is always possible to satisfy oneself that the 
stocks are approximately correct, there cannot be any exactitude 
about verification of coir yarn stored loose and so banks depend 
largely on the honesty of the borrower. 

•Mats and mattings of every description arc woven on hand- 
looms at Alleppey and Cochin. The industry is well developed 
and is conducted on an organised scale. The products in India 
are mostly for foreign markets and so advances are obtained 
from banks against the finished product, whenever necessary 
while awaiting shipment. 

Advances against mats and mattings arc safe only if the 
stocks arc already sold out under a letter of credit ; otherwise 
stocks may at times have to be kept over for an indefinite period 
or are to be sent to foreign countries on consignment basis. 
Prices fluctuate a good deal and so on such manufactured goods 
a margin of about 40 per cent is generally maintained. 

IH. OIL SEEDS 

India has an important and valuable trade in oil seeds, 
equivalent to about one-fourth of the world’s total exports. The 
United Kingdom absorbs about 25 per cent of Indian exports, 
Germany, Netherlands, and Italy about 11 per cent each, France 
23 per cent, United States of America 10 per cent and Belgium 
3 per cent. Compared to the export of seeds, export of oil 
from India is of much less importance. Here also the United 
Kingdom takes in the largest percentage of export. Linseed oil 
is chiefly exported to Straits Settlements, Hongkong, Philippines 
and Ceylon and mustard or rape oil to Mauritius and Fiji Islands. 
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Maskct territory, Eden, Mauritius and Ceylon are the best 
customers for sesamum oil. A great quantity of oil is, how¬ 
ever, required for internal consumption and also for internal 
industrial demand. That explains why the export of oil abroad 
is comparatively much less than export of the oil seeds. 

14. Linseed 

Linseed is cultivated in India entirely for its seed and not 
for its fibre though the plant is identical with the flax of Europe. 
It constitutes an important cash crop as only 20 per cent is 
retained in the villages and almost two-thirds of the total crop 
is exported. 

Argentine produces about two-thirds of the world’s crop and 
controls more than 80 per cent of the world trade. Indian pro¬ 
duction represents about 16 to 17 per cent of the world total. 
The United Kingdom buys on an average about two-thirds of 
the total exports of the linseed from India and four-fifths of the 
linseed cake. The principal producing areas in India are Bihar 
and Orissa, Uttar Pradesh, Bengal and the Madhya Pradesh. 

Two-thirds of the seed is crushed in large established 
factories and one-third in country ghanics. Three tons of linseed 
yields one ton of oil and two tons of cake. One-third of the oil 
produced in India is used for industrial purposes, especially in 
the preparation of paints and varnishes and two-thirds for edible 
purposes. The groundnut oil is its competitor and an adulterant. 

Cultivators do not generally store linseed but dispose it off 
as soon as possible after harvest. At the up-country markets 
large quantities of seed arc stored generally in godowns or in 
the rooms of dwelling houses adjacent to the markets. A good 
deal is also stored in sheds of the large mills and the leading 
seaports. In the Andhra Pradesh about 70 per cent of the 
linseed is stored in bulk but in other parts storage in bags is 
the rule. As there is very little internal trade as in the case of 
wheat and other foodgrains, there is not the same need for the 
use of bags but the grains are so fine they are liable to leak in 
transit if stored in bulk. In upcountry markets, however, storage 
in bulk is common as it is cheaper. It is put into bags later for 
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purposes of transport. C. Bags are used for storage purposes 
while B. Twill bags are used for shipment. 

Linseed can be stored for over a year without deterioration.. 
It is not subject to weevil attack but is susceptible to damage by 
rats and water. The seasonal fluctuation in prices is apparently 
sufficient to cover costs of storage and deterioration but storage 
beyond a period of six months is not a, paying proposition. 

Banks confine their advances mainly to towns and large 
markets though they help in financing the movement and storage 
of the crop. The agriculturist himself does not have direct 
negotiations with the large joint stock banks as the quantities 
of produce which any individual grower can store are much too 
small apart altogether from the question of storage facilities 
which may be adequate enough for the purpose of domestic 
conservation but are unsatisfactory from the bank’s point of view. 
A margin of 30 to 40 per cent is usually maintained. 

15. Groundnut 

Groundnuts are stored loose in producing centres as well as 
in markets. The price of gunny bags in proportion to the value 
of the nuts is so high that dealers do not find it worthwhile 
spending money on bags. In case the nuts arc properly dried 
the kernels do not suffer any deterioration in quality by storage 
for about a year ; otherwise they lose weight and ultimately get 
damaged considerably. At the decorticating factories and in the 
oil mills groundnuts are generally kept in the open in heaps 
before they are decorticated. If, however, they are meant for 
storage purposes they are kept in godowns. Groundnuts which 
are stored for some months are supposed to yield better results 
when crushed into oil than those that are fresh from the fields 
as the former get fully dried while under storage. Banks advance 
against such stocks with a margin of about 30 per cent. Stocks 
are released from time to time against payment of cash and the 
advances are allowed to run till about the middle of the next 
season as a certain proportion of dried nuts are mixed with the 
raw crop to obtain good yield of oil. As there is always a steady 
demand for oil, advances against groundnuts to mills are safe 
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though, owing to heavy fluctuations in prices, a careful watch 
on margin has always to be kept. 

In decorticating factories stocks come in and go out con¬ 
tinuously throughout the season and against such stocks in process 
advances are made by banks. A portion of the stocks lies in the 
open for drying purposes, a portion in heaps within assembling 
rooms of the factory and some portion in process of decortication. 
Besides this, kernels of different varieties are kept in separate 
rooms pending sale and delivery. In such cases, accurate verifi¬ 
cation of stocks will be difficult but it is possible by experience 
to gain a rough idea of stocks by inspecting them and having 
test weighments. The results could be checked and verified with 
the accounts kept by the factories and with the statements of 
the borrowers. 100 tons of nuts are reckoned to yield 70 tons 
of kernels and so a careful count can be kept of groundnuts that 
come into the factory and the kernels that go out and thus the 
outstanding stocks could be verified from time to time. In spite 
of this, there is always a certain amount of risk in advancing 
to decorticating factories against hypothecation of stocks in pro¬ 
cess and so a margin of about 40 per cent is maintained and 
a careful watch kept on the trend of business. As the advance 
is against stocks and is repaid in full by the end of the season the 
business is attractive to banks. 

Until recently decortication was done by damping the 
groundnuts and boating them with sticks to separate the shells 
from the kernels. But this process damages the kernels to a 
large extent, not only because of the beating but also because 
once the kernels get wet, they get discoloured and fermented 
and the oil produced from such kernels becomes rancid. Decorti- 
cators have recently come into universal use as decortication is 
done without wetting the kernels and the kernels are not injured 
and so a much better price is obtained for them in foreign 
markets as against hand-decorticated kernels. Kernels are stored 
usually in bags to facilitate transit. Millowners who store for 
purposes of crushing into oil or for taking advantage of a rise 
in prices at a later date, keep the kernels loose as well as in 
bags. Kernels, however, are adversely affected by changes in 
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weather and if they get moist or over-heated in summer, their 
oil contents get considerably reduced and so kernels are not 
usually stored for a longer period than six months. 

Machine-pressed oil does not fetch such good price as that 
which is pressed in country mills as the latter is cold drawn. 
On an average 10 cwts. of groundnuts yield about 36 gallons, 
i.e. 3 cwts. of oil. The contents of the, shelled nuts is about 
40 per cent. Though India is the biggest producer of groundnut 
oil in the world, most of it is consumed in the country itself 
so much so India’s share in world trade is only about 3 per cent 
of her production. Though in the United Kingdom groundnut 
oil is generally dearer than coconut and other oils, it is invariably 
much cheaper in India than most vegetable oils. It is used in 
India for edible purposes and for adulteration of costlier oils 
like linseed, gingiii and also ghee. It is used largely in produc¬ 
tion of soaps. Advances against the oil are not common at the 
crushing mills themselves because stocks arc railed immediately 
they arc ready. In the distributing centres however advances arc 
obtained from banks by wholesale dealers against storage of oil 
in tins containing usually 4 gallons each. They are arranged in 
rows which are easily countable. The chief difficulty, however 
is about leakage from the tins. Otherwise the oil lasts for about 
6 months without getting deteriorated. A margin of 30 to 40 
per cent is maintained as the oil has a steady demand and is 
easily saleable in the local markets. 

More than 2 /r>th of groundnut cake available in the country 
is exported abroad. It serves as cattle feed and also as manure. 
Machine-pressed cake is more in demand by agriculturists in 
India as a cattle feed than that produced in the country mills, 
as the latter is adulterated. The major portion of the cake, 
however, which is used in India, is for purposes of manure only. 

Groundnut cake is stored loose as well as in bags. Even 
when stored in bags it is difficult to count and ascertain the 
exact weight as the bags are not of uniform weight or shape. 
Storage is made generally in ports where they await shipment. 
Advances obtained are therefore of a temporary nature. A 
margin of 30 per cent is usually maintained. The quality does 
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not deteriorate by storage even for a year. De-oiled cake is 
being exported on a large scale by factories specially set up 
for the purpose. In view of several governmental restrictions, 
banks are not able to advance to the factories or to the shippers 
against the security of de-oiied cake. 

16. Mustard Group 

This is an important group of oil seeds in India chief of 
them being rape and mustard seed. The seed is used mainly 
for crushing into oil. The oil is used in Bengal and elsewhere 
for cooking purposes and for anointing the body. The oil con¬ 
tained in the seed is about 40 to 80 per cent. The oil is also 
used for purposes of adulteration with gingili and other oils. 
Refined rape seed oil is used in the manufacture of margarine. 
Rape seed cake is used in some places as manure. The crushing 
of the seed is done both in small village installations and also 
in modern factories. 

Banks advance against mustard and rape seed on a mode¬ 
rate scale against stocks, stored loose as well as in bags with a 
margin of about 35 to 40 per cent on practically the same lines 
as linseed. 


17. Sesamum 

Sesamum otherwise known as til or gingili is cultivated in 
almost all parts of India. The crop comes into the market in 
December and is on sale till about the end of March. Its impor¬ 
tance for purposes of export as well as for internal consumption 
is adversely affected by the advent of groundnut which is pre¬ 
ferred by soap-makers and is popular in India because of its 
being cheaper than sesamum oil. Sesamum is stored during the 
season loose as well as in bags and banks advance against such 
stocks with a 40 per cent margin. 

The oil is generally extracted in crude mills in villages 
worked by bullocks. The percentage of oil in til seed is about 
40 per cent. Most of the oil is used in India for cooking pur¬ 
poses and also for anointing the body besides being used as an 
illuminant. 
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Banks advance against the oil stored usually in tins of 
4 gallons each and kept in godowns under bank’s lock and key. 
The oil retains quality for about 6 to 12 months and on account, 
of its universal demand for domestic purposes it is easily market¬ 
able. The main risk is about leakage of oil from the tins. The 
oil that leaks is collected and when dirt settles down, it is again 
filled in tins, the sediment below being kept apart to be sold 
at a lower price. 

Scsamum cake is exported mainly to Japan and Ceylon and 
to a small extent to the United Kingdom where it serves as good 
manure. In India, it is used as cattle fodder. Advances against 
this .cake are made in the same manner as in the case of other 
oil cakes. 


18. Cotton Seed 

Cotton seed occupies the same place in world’s produce as 
cotton does, but it is not exported on the same scale as it is 
utilised for home consumption on a fairly large scale. It is 
mainly used as a food for cattle while a considerable amount is 
crushed for oil and cake. 

Cotton seed is stored loose in ginning factories. When it is 
removed from there by purchasers it is put into bags and subse¬ 
quent storage is in bags only. Banks make advances whenever 
required, but they are usually for small amounts as the value 
of the commodity is relatively low when compared to its bulk. 
A margin of 40 per cent is maintained but the quality of the 
seed is never uniform and so some special care has to be exer¬ 
cised in accepting it as security. 

Compared to the other vegetable oils the production of 
cotton seed oil in India is very limited. There are only a few 
mills in India for crushing the seeds. The oil is intended mainly 
for export to foreign countries and is used in the preparation 
of soap. Cotton seed cake also is not in much use in Tndia as 
people prefer to give the seed itself to milk cows because of its 
nutritious value. 
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19. Castor Seed 

The castor plant is grown all over India. The pods arc 
picked from the plant when ripe and husked and then the seeds 
arc ready for the market. Most of the product is exported to 
foreign countries. Advances are obtained from banks at the 
producing centres and also at the ports of export. The seeds 
are stored loose as well as in bags and a margin of 25 to 30 
per cent is maintained. The seeds are easily saleable and the 
period of storage is usually 6 months. 

The oil content of castor seed is about 40 per cent. A 
good deal of country-pressed oil is used for home consumption, 
for lubrication and also as an illuminant though with the advent 
of kerosene oil and electricity it has ceased to be important as 
an illuminant. A portion of it is used for dressing leather and 
in the manufacture of Turkey red oil. As there are crushing 
mills in and around Calcutta, the seed is sent there for crushing 
on a fairly large scale. As the value of the oil is comparatively 
low and as it is extracted as a cottage industry storages are not 
effected on a large scale. Wherever this is done it is in tins of 
4 gallons each and banks advance against such stocks with the 
usual margin of 30 to 40 per cent. 

Castor cake is used mainly as manure for tea and sugar¬ 
cane. It is not used for cattle fodder owing to some poisonous 
substance contained in it. A major portion of the cake is export¬ 
ed to foreign countries and at seaports advances are obtained 
from banks against this stock awaiting shipment practically on 
the same terms as the other oil cakes. 

20. Copra 

The coconut palm makes four principal contributions to 
commerce, viz. (1) copra, (2) coconut oil, (3) poonac and 
(4) coir. It nourishes best in Kathiawar, Canara and Ratnagiri 
districts, in Bombay, in Malabar, South Canara districts and 
Godavari delta, in the Kerala and in the lower basin of the 
Ganges and the Brahmaputra. The average annual yield of a 
single mature tree is about 50 to 70 nuts and the outturn per acre 
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is from 4 to 5 thousand nuts, equivalent to one ton of copra. The 
coconut is valuable commercially in several ways ; it is used 
for domestic consumption for culinary purposes. The dried por¬ 
tion of the nut which is called copra and the oil produced there¬ 
from and the residual cake are all of considerable value. The 
coir, i.e. the fibre surrounding the nut, is valuable as yarn which 
is twisted into rope and is also used for mats and mattings. 
Charcoal from the coconut shell is used largely in the produc¬ 
tion of gas masks. 

The most important coconut product, however, is copra. 
The drying is done in the sand by the sea shore or in cemented 
yards under nets. The process takes from 5 to 10 days. As 
it is wholly sun-dried it has a higher oil content as well as a 
better colour while in Ceylon, owing to the uncertainty of the 
weather, copra is dried artificially under cover over grills or in 
kilns or in hot-air rotary machines which considerably reduces 
the oil content though the colour does not suffer in any way on 
that account. There used to be a considerable export demand 
which has almost ceased now and almost all the available copra 
is used up in the oil mills in the country. 

The oil content of copra is about 60 to 70 per cent. The 
oil is in very great demand for the manufacture of edible oils 
and fats and also for soap-making. Malabar copra yields a 
higher percentage of oil than that of Ceylon, West Africa or 
the Philippines. Before the advent of kerosene, coconut oil 
was India’s chief illuminant. Even now it is widely used for 
toilet purposes. In Malabar the oil is extracted for the most 
part in chekkus or primitive country mills of the pestle and 
mortar type. The quality is so good that Cochin oil commands 
a premium of 50 to 70 per cent in the world markets against 
Ceylon oil. There are now a number of power driven mills in 
Cochin, Calicut and Alleppey, working on practically the same 
principle except that the mortar and not the pestle revolves driven 
by small oil engines. While the yield of hot pressed oil is higher, 
cold pressed oil is of a better colour. Cochin oil is filtered before 
shipment and so is very clear. Shipment by tank steamer is not 
possible because coconut oil solidifies at about 70°F. 

13 
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Advances are made by banks on a fairly large scale against 
copra stored loose or in bags. As storage is done before copra 
is sliced into small pieces, it is difficult to ascertain the quantity 
even if the copra is stored in bags because the shape of the bag 
will not be uniform. Storage is therefore usually made in the 
presence of the bank’s representative. Copra has to be properly 
dried before storing as otherwise it gets spoiled. Storages are 
generally effected on a large scale before the commencement of 
the rainy season as no stocks will be forthcoming when monsoon 
sets in on account of difficulties of transport. Moreover, during 
rains there is no facility for drying the copra. By the time the 
rainy season is over the stocks arc generally cleared. They are 
not kept over for more than six months as otherwise they deterio¬ 
rate in quality. A margin of 25 per cent is generally maintained 
on market value. 

Oil mills obtain advances not only against copra stored in 
godowns before the rainy season but also against the hypothe¬ 
cation of stocks in process and of the oil that is extracted and 
kept ready for sale. Before being put into the mills the copra 
is again dried and so a large quantity is always lying in the open 
within mill premises. The oil, however, is not kept on for any 
length of time but is delivered immediately it is ready. Forward 
sales arc usually entered into to guard against the usually heavy 
fluctuations in price. The calculation of the stocks lying in 
open yards for drying purposes is difficult as also the ascertain¬ 
ing of stocks in process and of the oil in the collecting tanks. 
Hence a margin of 40 to 50 per cent is maintained and a close 
watch kept on the working of the mill. 

In the distributing centres, advances arc obtained by whole¬ 
sale dealers against coconut oil in tins of 4 gallons and in barrels 
of 42 gallons. The oil, however, cannot be kept over for more 
than 3 to 6 months as it turns rancid and loses colour through 
long storage. There is a steady demand for this oil for domestic 
purposes and so a margin of 40 per cent is generally deemed 
sufficient. 

The coconut oil cake is known as poonac and is used as 
a food-stuff for cattle and also as manure. Most of the cake is 
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used in the country itself. Advances against poonac are made 
with 40 per cent margin. 

Storage is loose as well as in bags and the stock is kept 
over for about a year without getting deteriorated. There is 
always a steady demand and so advances against this commodity 
are considered quite safe with a margin of about 40 per cent. 

IV. HILL PRODUCE 
21. Tea 

Tea is one of the chief exports of India, forming about 
12 per cent of total exports, an individual total only exceeded 
by cotton and jute. 40 per cent of the world’s total demand is 
supplied by India, the other suppliers being China, Ceylon and 
Java. India is now probably the largest tea producer in the 
world. The chief places of production in India are Assam, 
Bengal and South India. Tea gardens arc generally financed 
by agency firms situated at seaport towns. Each tea estate has 
its own factory where the leaf, as it is plucked, is immediately 
passed through various processes which prepares it for the mar¬ 
ket. After the process is over tea is kept and sorted into grades 
and packed in metal lined chests of plywood, and sent to the 
ports for export. Inland trade is on a small scale comparatively. 

76 per cent of the total area under cultivation is in the 
basin of Brahmaputra, Assam, Darjeeling, and Northern Bengal. 
19 per cent of the total area lies in Malabar coast in Southern 
India. 

Only about 15 to 20 per cent of the total production of tea 
is consumed in India. The rest is exported to foreign countries. 
Hence advances in India against stocks of tea are on a small 
scale. As tea is packed in special wooden chests, verification of 
stocks is easy. When properly packed tea lasts for a number 
of years without deterioration. There is no difficulty in carrying 
the stocks over for a fairly long time, but prices are subject to 
control under an international agreement for exports depending 
upon the total world demand and so the markets have to be 
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carefully watched at every stage. There are three main varieties 
known as black tea, green tea and brick tea. The first named 
is by far the most popular and has several grades and qualities 
in it. Jn India, a considerable amount of black tea is consumed 
while the poorer classes use what is known as dust tea. The 
quality of tea is therefore difficult to ascertain and because of 
several popular brands in the market, value suffers a good deal 
in the event of a forced sale. A margin of 40 to 50 per cent 
therefore is maintained. 

Advances are made by banks to several tea estates in a 
certain proportion to the total annual production. These advances 
are repaid by saics of the produce effected during the year. As 
these advances arc against security of crops and there is never 
any certainty about the results of the year’s cultivation, a mort¬ 
gage of the estate is generally taken besides the hypothecation 
of the year’s crop. These advances therefore do not come strictly 
under bankers’ advances against goods. 

Originally the wood from Indian forests was used for pre¬ 
paring tea chests but they were found to taint the teas. Some 
other woods that were tried were found to require a prolonged 
seasoning. Hence patented tea chests from Europe are imported 
on a large scale as steel chests were found to be too expensive. 
To save space and freight, tea chests are imported in the form 
of shooks cut to size with clamps etc. which arc fitted in locally 
and lined with thin sheets of lead. They arc then carefully 
soldered and made air-tight. Against these tea chests banks 
advance with a margin of 25 to 40 per cent. 

22. Coffee 

Coffee valued at about Rs. 100 crorcs enters the world 
market every year, of which India’s share amounts to about 
Rs. 1 crore. Of the world’s acreage under coffee, about 70 per 
cent is concentrated in Brazil; the acreage in India is only 
2 per cent. The United States of America takes more than 
50 per cent of the world’s imports ; France is the next biggest 
consumer and Germany follows close. 
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The value of the annual production of coffee in India is 
estimated at Rs. li crores. The production is confined exclu¬ 
sively to South India. Of the total acreage under the crop during 
1939-40 the area in Mysore was 53 per cent, Madras Presi¬ 
dency 25 per cent, Coorg 21 per cent, Travancore and Cochin 
1 per cent. 

The United Kingdom and France have been India’s best 
customers, and more than 50 per cent of the exports are absorbed 
between these two countries ; the other countries in order of 
importance are Norway, France, Iraq and Belgium. India is 
also an importer of coffee from countries like Java, Ceylon, 
Straits Settlements and Burma for purposes of re-export. In 
1937-38 the imports were 1,195 cwts. chiefly from Burma. 

About 96 per cent of the coffee available for consumption 
in India is consumed in South India and only 4 per cent in the 
rest of the country. Nearly 90 per cent of the Indian sales is 
in the form of raw seeds, 6 per cent as loose powder and 4 per 
cent in tins including tablets. The sale of roasted seeds is almost 
negligible. 

The harvest season in India for this crop is normally from 
October to March. Indian coffee is not sold on the Continent 
straight in the form in which it is exported from India. It is 
chiefly used in blending with other coffee especially with Central 
and South American varieties to give them the necessary flavour. 
World prices of coffee, and the demand in South India are the 
chief factors that determine the price of Indian coffee. The 
quality of coffee varies from district to district, plantation to 
plantation. Efficient curing is the most important factor in pre¬ 
paring coffee for the market. Curing involves drying, peeling, 
grading and garbling. 

The coffee bean is to be handled with condiderable care 
even after it is prepared for the market. Excess humidity, 
dampness, exposure to sun, excessive dryage and contact with 
articles with strong smell affect the quality of the bean and reduce 
its value. Coffee if exposed to monsoon winds changes in colour 
and goes down in value. The problem of storage is therefore 
accentuated by the setting of the South West Monsoon towards 
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the latter half of the year. The location, duration and type of 
storage have a considerable bearing on the losses in storage. 
Under proper storage conditions, especially during the monsoon, 
coffee loses in weight by about 1 to 2 per cent only by drying 
and the colour too is not very much affected. 

Advances by banks against coffee seeds have gone down 
considerably after the formation of the Coffee Boards which take 
over the whole crop, cure the seeds and sell them by auction. 
Even so to the small traders advances are made with a 25 to 30 
per cent margin and such advances arc considered very safe 
because of the easy marketability of coffee seeds. 

23. Rubber 

Raw rubber is produced mainly in the west coast of India. 
75 per cent of the total production is in Travancore, 12 per cent 
in Madras, 10 per cent in Cochin, 2 per cent in Coorg and 1 per 
cent in Mysore. The chief countries which take rubber from 
India are, United States of America, United Kingdom and 
Ceylon. 

Exports of rubber are restricted by International agreement 
entered into in 1934. Under this agreement a basic quota is 
fixed for each country and this is proportionately distributed 
amongst various plantations. Restrictions have been placed on 
each country because of over-production and the consequent fall 
in prices. 

As there are only a few factories in India for rubber, a 
large portion is exported to foreign countries. Shipment of 
rubber is cither in the form of crepe or sheeting. When rubber 
is ready for sale it is bought by the dealers and stored in godowns 
pending shipment. Advances against such stocks are obtained 
from banks but, in view of the restrictions about exports advances 
are made by banks with a high margin of 40 to 50 per cent 
against rubber thus stored. Rubber sheets arc liable to rapid 
deterioration and so arc not allowed to be kept over for more 
than 3 to 4 months. 

As a result of restriction in export the export quotas have 
also a marketable value. Quotas are bought and sold as freely 
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as rubber itself and against security of such quotas advances 
are obtained from banks. Quota is only a permit which entitles 
the holder thereof to ship rubber and so dealers in rubber buy' 
them beforehand and then begin gathering the required. rubber 
for export under the quota. The price of quotas however 
fluctuates widely. Special care has therefore to be taken to sec 
that advances arc made to regular dealers who arc likely to 
gather the required quantity and export it under the quota. 
The higher the quota allotted for the year the lower its market 
value so that when the demand for rubber increases in such a 
manner as to allow all the rubber produced in the country to 
be exported, the quota automatically ceases to have any value 
whatsoever. 


24. Lemon Grass Oil 

This oil is extracted from Lemon Grass. It contains a 
large percentage of citral and so is largely utilised in the manu¬ 
facture of soaps and artificial scents. The main producing areas 
are Travancore and Cochin and southern part of the Malabar 
District. The grass is grown in the hill sides and is harvested 
in July. Distillation is done till October with the help of furnaces 
and stills set up in the neighbourhood of the plantations. As 
the methods of distillation are crude the citral contents do not 
usually exceed 50 per cent as against 83 per cent in the pure 
articles. 

As Lemon Grass Oil is not locally consumed, advances are 
made by banks against its security only if letters of credit 
covering it are lodged. It is difficult for banks to know the 
citral contents which give the oil the real value, and so advances 
are made only to first class parties and with a margin ranging 
between 25 to 40 per cent. As it takes time to gather the 
required quantity for shipment stocks are deposited with the 
banks as and when available and so the advance lasts for about 
6 months. Valuation is usually based on the prices quoted in 
the letters of credit. When shipment is effected the advance is 
repaid by proceeds of relative bills. 
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V FOREST PRODUCE 
25. Timber 

Timber is produced in forests reserved under the control 
of the Forest Department in India. Timber depots are found, 
at the foot of the hills, at all seaports, in big collecting centres 
and in important railway, river, canal and road junctions. 
Wholesale dealers obtain advances against stocks lying in their 
yards by hypothecating or pleding them according to circum¬ 
stances. At the collecting centres, stocks consist mainly of logs 
fresh from the forests. The difficulty with regard to advances 
against timber is the ascertaining of the value of the stocks. 
The value to a large extent depends on the quality and weight 
of each variety. The calculation of cubical contents especially 
of huge logs, is a complicated affair. The method of calculation 
is as under :— 

“ The standard of measurement adopted for measuring 
timber is the English linear measurement in feet and inches. 
In the case of round and axed logs, the length is taken from 
inside drag hole (that is excluding it) up to the end of the 
log to the nearest foot and quarter foot, omitting further 
fractions. Thus two longs may be 15 ft. 71 inches and 24 ft. 
51 inches long. Their lengths would be taken only as 151 ft. 
and 241 ft. respectively. The middle of the log is then found 
which in these logs would be at 7 ft. 9 in. and 12 ft. 11 in. 
from the drag hole. The girth squared and multiplied by the 
length gives the cubic contents of the log. The girth of the 
timber is measured in the middle by straining a string or cord 
round the timber and afterwards measuring the string or cord 
with a yard or foot rule. 

When the timber lies half-immersed in water, the best 
material to be used will be a long strip of leaf of screw pine 
or taliput palm. This material keeps well even after immersion 
under water. If the timber is of an irregular shape and does 
not taper regularly from one end to the other the girth is 
measured in two or three places and the mean of these mea- 
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surements is considered as the girth. In the case of sawn 
timber, the length is also taken as described above, but if 
there is no drag hole, the timber is measured from end to end. 
The length so taken in feet and quarter feet is then multiplied 
by the breadth and thickness to the nearest inch and quarter 
inch.” 

Usually dealers calculate the quantity and record it in their 
books, marking a number on the logs for purposes of identifica¬ 
tion. Banks are able to verify stocky by checking the weights 
of a few items picked at random. The logs can be kept over 
for several years without getting deteriorated. They are generally 
stored in the open. Banks obtain possession of stocks by locking 
the gate of the enclosure to such storage yards. A margin of 
50 per cent is maintained generally, as timber is not such a 
readily saleable commodity. Advances are allowed to run for 
several years so long as fresh stocks arrive and old stocks move 
out frequently. 

In the distributing centres, timber is stocked in smaller sizes 
of logs and also in cut pieces. Only the popular varieties arc 
stored, such as are readily saleable. Several varieties of timber 
such as Teak, Rosewood, Cedar, etc., are popular and constantly 
in demand. Hence they are stored in such depots and the values 
are carefully ascertained and recorded to facilitate checking. 
The sales in such depots arc, however, on a large scale and the 
depots themselves are generally situated where there is easy water 
transport. Banks advance against such stocks with a 50% 
margin. 

The main business in timber, however, is the sale of scant¬ 
lings in the distributing centres. Depots dealing in scantlings 
not only stock indigenous timber but also imported articles from 
Burma and other places. These scantlings are generally cut into 
different sizes of length, breadth and thickness according to local 
demand. It is easy to distinguish between the popular varieties 
and the rarer ones. Banks therefore, make a special note of 
the easily saleable stocks and those that have less demand. As 
various sizes are stocked separately in bundles, counting of the 
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actual number in each variety is a difficult task. Even if the 
lots are carefully counted the ascertaining of the total weight will 
be difficult as it involves elaborate calculations. Scantlings arc, 
however, easily saleable and so a margin of 30 to 40 per cent 
is generally maintained. Storage is done in the open yards 
securely locked around, but in the case of timber of high quality 
they arc kept in pucca godowns or in covered verandahs. 

Several varieties of timber are imported from foreign coun¬ 
tries such as tea chests, Plywood, Dealwood, etc. They are 
accepted by banks as security and advances are made with a 
margin of 30 to 50 per cent. They are generally stored in pucca 
godowns and insu.-ed against fire. The stocks last for a number 
of years without any deterioration. 

26. Sandalwood 

Sandalwood is found in South India mainly in Mysore, 
Coorg, Coimbatore and Salem districts. The superior variety of 
sandalwood is mainly used for mascots, picture frames, and for 
carving work in general. A good deal of wood is used in religious 
rites. Hindus use it on all auspicious days and the Parsees in 
their lire temples. The Forest department puts up for auction 
annually the sandalwood cut from their forests. This is pur¬ 
chased and, after it is prepared for the market, sent to the various 
distributing centres for retail sale. While the higher class of 
sandalwood is thus disposed oil the cheaper variety is taken up 
by mills producing sandalwood oil. The oil is used in the indus¬ 
try tor medicinal purposes and for perfuming oils and soaps. 

I he Mysore Government absorbs all the sandalwood available 
in the state forests and at the same time bids in the auctions in 
other parts of India. The prices are therefore well maintained. 
Private industrialists also purchase sandalwood at these auctions 
and store it in sufficient quantities so as to last for the whole 
year. They seek advances from the banks against pledge of such 
stocks. As the scope for the sandalwood oil industry is limited 
and as, in the event of a forced sale, sandalwood is not likely 
to find a ready market, a margin of 50 per cent or even more 
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is maintained. Advances against sandalwood oil in the producing 
centres are not generally made as the stocks are sent to various 
distributing centres immediately the oil is ready. The oil has 
a keen demand in the inland as well as in the foreign markets 
and so advances are made with a margin of 40 per cent at the 
producing centres. Wood as well as oil pan be stored without 
deterioration for over a year. The Mysore Government however, 
has a virtual monopoly of the best variety of sandalwood, about 
7/10 of it being in the states territory and so the prices depend 
to a large extent upon their purchases. 

A large portion of the wood exported to foreign countries 
is taken up by United States of America, Japan and the United 
Kingdom while in the case of oil the United Kingdom and Japan 
are the chief consuming countries- A small portion of India’s 
requirements of sandalwood is imported from Australia, Kenya 
and Straits Settlements but this is used mainly for religious 
purposes. 


VI. SPICES. 

27. Pepper 

Pepper is used throughout India and elsewhere for culinary 
purposes but in Europe it is also used for manufacture of Tear 
shells. The chief importers are Italy, the United Kingdom and 
the United States of America. It is exported from all the minor 
and major seaports on the west coast of India, while Madras 
has always taken a preponderating share of the trade. 

At the producing centres pepper is stored in large quantities 
in bags for subsequent sale at a profit. Banks advance against 
its security. It does not deteriorate in quality for about two 
years and can be kept in storage even for a period of 4 to 5 years, 
with only a slight deterioration in quality. Hence sometimes 
stocks are kept over indefinitely for speculative trading. As 
pepper is readily saleable a margin of 30 per cent is sufficient 
in ordinary times but when there is an abnormal rise in prices 
even 50 per cent is found inadequate. 
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28. Chillies 

Chillies were originally introduced into India about the 
middle of the 17th century. The largest production is now in 
Andhra Pradesh, in the District of Guntur and the uplands of 
Godavery and Krishna. Next in importance are East and North 
Bengal and Bombay while a small crop is grown in the Punjab 
also. Chillies arc used as an alternative to pepper for cooking 
purposes. 

When the pods are ripe they are plucked and dried and 
packed in gunny bags. In the marketing centres however storage 
is in bulk as wel! as in bags . Banks advance against the stocks 
with a high margin of 40 to 50 per cent because of the heavy 
fluctuations in price. As the chillies suffer by pressure in packing 
the cubical contents are arrived at after careful calculation. This 
difficulty is however solved with regard to export, as the dry 
fruit is reduced to powder before it is sent out of the country. 
Indian consumers prefer to buy the fruit itself and get it powdered 
themselves so as to preserve in full its qualities. Moreover, the 
fruit could be stored without deterioration for longer periods 
than the powder. Advances are allowed to run on till the arrival 
of the next season’s crop into the market. If stored over a longer 
period than one year, the chillies lose in colour and pungency, 
and the market value is consequently affected. Bank advances 
are made in moderate amounts and confined mostly to the pro¬ 
ducing centres. 


29. Ginger 

Ginger is cultivated mainly in the Malabar coast. It is 
also grown in the Surat and Thana districts of the Maharashtra 
State, Rangpur district in Bengal and the Kumaon district of the 
Uttar Pradesh. Dealers buy green ginger from the cultivators 
and sell it after drying it either by boiling by a special process 
known as bleaching or by scraping the outer covering and exposing 
it to the sun. 

Ginger is used as an ingredient in curries and also for medi¬ 
cinal purposes. It is popular and found in almost all Indian 
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bazars. It is exported to Aden, Arabia, United Kingdom, 
Germany, Ceylon etc. 

Against dried ginger packed in gunny bags, banks advance 
to dealers chiefly in seaport towns. The value is not generally 
large enough for a separate advance and so this commodity forms 
only a part of several other similar commodities pledged with 
banks for advances. As there is a steady demand for this com¬ 
modity and as price fluctuations are not heavy a margin of 40 
per cent is usually maintained. 

30. Coriander 

.Coriander is cultivated all over India on account of its fruits 
and leaves. It is sown in different seasons and in different pro¬ 
vinces. Fruits, otherwise called seeds, arc used as spices. They 
also yield a volatile oil. 

Coriander is stored loose and also in bags. There are 
several varieties with a large range in prices and so valuation is 
difficult. It is also easily susceptible to damage as the seed is 
very light. To guard against weevil damage, coriander when 
stored loose, is covered by sand. Special care is taken in ascer¬ 
taining the cubical contents and fixing the value. The fluctua¬ 
tions in prices are also wide and so special vigilance is required. 
Though the commodity is easily saleable a margin of 40 to 50 
per cent is maintained because of several varieties with a wide 
difference in prices and also to provide against market fluctua¬ 
tions. Advances are made only to first class parties within 
strictly defined limits. While most of the coriander produced is 
consumed in the country a small portion of it is exported abroad, 
principal recipients being Ceylon and Straits Settlements. The 
exports are chiefly from Bengal and Madras. 

31. Cardamoms 

Cardamom is produced chiefly in the forests of Western 
and Southern India where it is grown at elevations from 500 to 
5,000 ft. There are two varieties, one called Mysore which is 
round and with a smooth skin while Malabar variety is long and 
rough. The former commands a better price. In India, carda- 
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moms are used for their flavour in preparation of sweets, etc. 
while in foreign countries they are used for medicinal purposes 
and for flavouring cakes, liquors etc. Its oil is used for medi¬ 
cinal purposes. 

The capsules arc gathered in the months of September and 
October and are dried by exposure to the sun or by curing by 
an elaborate process. Those meant for export are bleached with 
sulphur so that they may last longer. As the value is compa¬ 
ratively very high they are carefully packed in bags and stored 
in godowns and against their security advances are obtained from 
banks. A margin of 40 per cent is kept since the demand 
though steady, is only for small quantities and the market is 
restricted. The advances are made only to first class parties 
and within definite limits. 

Cardamoms last for a number of years without getting dete¬ 
riorated. They are stored only for a few months on each 
occasion, as they are meant mainly for export to foreign 
countries, and are often sold at the earliest opportunity. The 
chief exports are from the ports of Madras and Bombay and 
the United Kingdom, Sweden, Germany, and the United States 
of America arc the largest importers. 

32. Arecanut 

Betelnut is a fruit of the Areca Palm and is otherwise known 
as Arecanut. It is used in conjunction with the betel leaf and 
these two, along with a little lime form what is known through¬ 
out India as Pansupari. The Areca Palm grows in the moist 
tropical tracts within 200 miles from the sea mostly in southern 
India. There arc as many as 8 varieties of the Arecanut. One 
variety is prepared by the nut being merely sun-dried after it is 
ripe. The nut is sometimes plucked unripe, boiled and then 
cut into slices of dilTerent sizes. 

The nuts are prepared for the market by drying in the sun 
by slicing, and afterwards baling them. At the marketing centres 
such as Palghat and Trichur, they arc purchased and stored by 
commission agents and wholesale dealers in anticipation of a rise 
in prices during the off season. Usually the season lasts only 
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three months, November, December, and January. Advances 
are made by banks against the stocks with a margin of 30 to 
40 per cent. There is a steady demand for the commodity 
throughout the year, and it is easily saleable. It does not dete¬ 
riorate through storage, though stocks are usually disposed 
off before the commencement of the next season. At the distri¬ 
buting centres stocks are held for a fairly long time even over 
a period of 2 to 3 years. Storage is in bags or bundles, and 
verification of the stocks is easy. 

VIE DYEING AND TANNING SUBSTANCES 
33. Turmeric 

Turmeric is cultivated extensively in India in several places 
chief amongst them being Bombay, Madras and Calcutta. It 
is valuable as an edible and also as a dye and is largely exported 
to Straits Settlements, Iran, France, United Kingdom and the 
United States of America. There are two varieties “ Fingers ” 
and “ Bulbs ”, Finger turmeric is superior in quality to the 
bulbs. The crop is generally ready in the months of March and 
April. When it is ploughed from the fields, it is boiled and 
dried before it is marketed. The major portion of the crop, 
however, is stored in pits in producing centres and markets and 
advances are obtained against them from banks. After about 
3 to 6 months the stocks are removed from pits and then sent 
to the consuming centres in bags. 

During storage in pits turmeric improves in quality and so 
banks advance on such stocks after taking due precautions about 
storage and possession. The storage in pits is done in the 
presence of the bank’s godown keeper and stocks arc cleared 
before the onset of the monsoon. Prices however fluctuate 
widely. The market is restricted in India because turmeric is 
used for edible purposes only, and the demand is limited though 
steady. Foreign demand has been on the decline within recent 
years as cheaper dyeing substitutes arc being found. A margin 
of about 40 per cent is maintained by banks and a careful watch 
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on market prices is kept. As advances are only for a short 
period and the inland demand is fairly steady, the business is 
safe within specified limits. 

34. Myrobalans 

Myrobalans are widely distributed over India and are a 
valuable tanning agent. The bulk of exports usually goes to 
the United Kingdom while Germany, United States of America, 
Belgium and France also take a fairly large quantity. Myrobalans 
arc stored in bags and kept in the seaports ready for shipment 
after a sufficiently large quantity is gathered. They are also 
sent to various centres in India for dyeing and tanning purposes. 
As they arc in large demand inside the country as well as outside 
they arc readily saleable and advances are made by banks with 
a margin of about 30 to 40 per cent. They do not deteriorate 
through storage for about 12 months within which period they 
are usually sold out. 


35. Nux Vomica 

This is commercially important as the source of Strychnine 
and Brucine. The seeds are taken out and dried in the sun and 
brought to the market from February to May. Shipments are 
chicily from Cochin, Madras, Kakinada and Calcutta. The 
major portion of it is exported and, while awaiting shipment, 
advances are obtained from banks against their security with a 
margin of 40 per cent. 

VIU. MISCELLANEOUS. 

36. Tobacco 

India produces about one-third of the tobacco in the world. 
Tobacco acreage is concentrated in certain areas which form 
distinct tobacco growing centres of considerable commercial 
importance: (1) North Bengal area, (2) Charotar (Gujarat) 
area, (3) Nippani area (Bclgaum) and Satara Districts, (4) 
Guntur area, (5) North Bihar (Turhut) area. 
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Tobacco’s annual contribution to the national exchequer by 
way of excise revenue is about Rs. 43 crores and its foreign 
exchange earnings are about Rs. 13 crores. 

Plantation of Virginia tobacco commences with the sowing 
of the seeds in October or November every year, depending on 
favourable climatic conditions. After the plants grow to a height 
of about 3 to 6 feet reaping of the harvest begins. Leaves from 
the plants are picked at intervals and the “ pickings ” are done 
during the season at least 6 to 8 times, after which the plant 
ceases to grow any further. 

After the tobacco is received from the fields it is cured. 
The. tobacco leaves are tied in the shape of garlands and are 
made to rest in the barns, wherein they are exposed for a week 
to a temperature of 90°F. This process is known as “ flue¬ 
curing ” as opposed to “ sun-curing ”, wherein the tobacco is 
exposed to the sun for a similar period. Sun-cured tobacco is 
not in demand by U.K. market. Curing turns the colour of the 
leaves from green to orange. At this stage tobacco is brought 
in loose form in bundles into the market for sale by the growers. 
Big firms have their own platforms in their factories to which 
place the growers bring their tobacco for sale. The tobacco is 
sorted into different grades by experienced workers, under the 
supervision sometimes of the representatives of the importers 
abroad. At this stage stems arc removed from the leaves. Stems 
consist of mid-ribs of leaves removed to the extent of at least 
one half length of the leaf. After grading and stripping (removing 
the stems) the tobacco is sent in huge baskets to the redrying 
factory nearby. The owner of the redrying factory has to main¬ 
tain proper records of moisture tests of tobacco samples in the 
forms approved by the Agricultural Marketing Adviser to the 
Government of India. The redrying factory has to test at least 
every tenth package redried in the order of packing whether on 
its own account or on behalf of another authorised packer or 
packers and have to issue a copy of the moisture test report on 
each parcel of tobacco redried and packed at the factory. Any 
tobacco redried and packed for export to the United Kingdom 
shall ordinarily contain moisture between 10*5 per cent and 11 
14 
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per cent at the time of sampling of such tobacco by the redrying 
factory except in such cases where an export order specifically 
requires moisture content to be below 10*5 per cent or above 
11 per cent. After this, tobacco is packed into either bales 
securely wrapped in gunny cloth or wooden hogsheads or wooden 
cases as the case may be. The grade designation, mark seal 
and label will be securely attached to each package in a manner 
approved by the Agricultural Marketing Adviser under the super¬ 
vision of the tobacco Inspectorate. 

The grade designation mark seal consists of the word 
‘AGMARK’ affixed to a wax or lead seal. A label bearing a 
design and clearly showing the following particulars is exhibited 
both on the package and also inside the package : 

(1) Trade description of tobacco. 

(2) Grade designation. 

(3) Year of Harvest. 

After the above process of ‘ AGMARK1NG ’ at the redrying 
factory is completed, the packages are brought to the godown 
of the dealer and disposed of either by local sale or by export. 

Every dealer who wishes to trade in tobacco must obtain 
a licence from the Excise Authorities and execute the necessary 
bonds required under the excise regulations. He should main¬ 
tain proper account of the quantity of tobacco held by him and 
shall have to keep open all the books for inspection of the Excise 
Authorities, who visit their godowns every day. All the goods 
received and delivered have to be noted and be made available 
to the Excise Supervisors. Failure to produce the books or to 
maintain the proper books is punishable criminally. Shortage of 
any nature in the weight of tobacco is not allowed, except when 
caused naturally. For any shortage of tobacco, duty at Rs. 7.50 
per lb., is levied. Excise duty is paid by the manufacturers of 
Becdies, Cigarettes, etc., and the duty varies with the variety of 
tobacco used. Dealers in tobacco need not pay any excise duty. 
Excise duty is levied only at the point of manufacture and so 
the local trade is not concerned about it. 
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The tobacco leaves that are gathered from ihe second to 
fifth pickings from the plants are considered to be the best and 
grades 1 to 4 are obtained from them. The percentage of ‘ high ’ 
grade tobacco in these pickings ranges between 80 and 90'. 
Subsequent pickings only yield ‘ medium ’ and low grade tobacco. 
The different grade designation of quality of unmanufactured 
flue-cured Virginia tobacco grown in India are given below : 


Grade designations. 

Colour 

Texture 

High Grades : 

. 1 

Bright lemon and/or brick 
orange. 

Fine 

2 

Yellow to light orange 

Medium 

3 

-do- 

-do- 

4 

Bright lemon and/or brick 
orange. 

Good 

LG 

Light green colour 

Medium 

Medium Grades : 

LMG 

Light medium green 

Medium to 
coarse 

MG 

Medium green 

-do- 

DG 

Dark green 

Variable 

LBY 

Light Brownish yellow 

Fair body or 
mixed 

LBY-2 

-do- 

-do- 

Low Grades : 

B 

Brown 

Fair body or 
Mixed 

DB 

Dark brown 

-do- 

DBL 

-do- 

Fair body 

BITS 

Bright lemon or orange or 
yellow to light orange, 
light brownish yellow or 
brown, light green or 
mixed. 

Fair body or 
Mixed 

PL 

Mixed. 

Variable 
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Country tobacco is sun-cured and the various grade designa¬ 
tions and colour of unmanufactured sun-cured ‘ Natu ’ (country) 
tobacco are given below : 


Grade 

designation 

Colour 

Texture 

CBT 

Bright 

Good texture and body 

CBR 

Light brown 

Medium texture and 



body 

C'DK 

Light Dark 

-do- 

CHBR 

Heavy brown 

Heavy body 

CUD 

Heavy dark 

-do- 

CG 

Wholly or partly, 

Medium to coarse 


green 


Andhra Pradesh accounts for about 33% of the country’s 
total production of tobacco but with regard to the Virginia 
Cigarette leaf, Andhra Pradesh accounts for 95% of the coun¬ 
try s production. Though the bulk of tobacco produced in India 
is consumed within the country, the quantity exported amounts 
to nearly 100 million lbs. The principal importing countries are 
U.K., Belgium, Aden and Dependencies, Netherlands, Egypt, 
Sweden, Germany, China, Japan, etc., and the list has mounted 
up to 30 countries alter the advent of Independence. 

Good quality tobacco improves with a somewhat prolonged 
storage and is at its best in about two years but the quality of low 
grade tobacco is apt to deteriorate particularly after about eight 
months unless very well stored under controlled conditions. 
When stored under ordinary conditions tobacco loses about 
10 per cent in weight. Cigarette leaf stored under ordinary 
conditions loses colour appreciably and first grade becomes 
second grade in the course of three to four months and loses 
weight also appreciably. If, however, it is properly reconditioned 
and packed in hogsheads or wooden casks and stored under 
controlled conditions of temperature and humidity, deterioration 
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in colour and weight will be inconsiderable and the tobacco 
improves in smoking quality. 

Storing under controlled conditions is not done in India to 
any appreciable extent and in view of the enormous range in 
the quality of tobacco grown and the consequent difficulty in 
assessing value and liability to quick deterioration, banks do not 
usually advance against its security. 

In the United States of America where production and 
marketing of tobacco is carried out on an organised scale, an 
elaborate and comprehensive system of grading has been esta¬ 
blished. The standards have also been adopted for the purpose 
of future credit and for seasonal advances against stocks. Two 
things are therefore essential in India ; the systematising, grading 
and standardization of tobacco and the quotation of prices on 
the basis of those grades so that banks might know the value 
of advances ; and the other, the provision for drying and rain¬ 
proof storage where temperature, humidity and insect damage 
can be controlled. 

Banks can safely advance against tobacco where the com¬ 
modity is covered by irrevocable Prime Banks’ L/cs. It is not 
customary for banks to lend against consignments of tobacco for, 
such advances arc fraught with grave risks from the point of 
view of both the exporter and the lending banks. The foreign 
importer in U.K. which country imports the bulk of our top 
grades of Virginia tobacco opens L/cs for top grades of tobacco 
in favour of the exporter in India only upto a maximum value 
of 75% of the invoice value and the undrawn balance is remitted 
by the importer only after his manufacturer approves the tobacco 
and buys the parcel. A stage may be reached in course of time 
when the Indian Exporter is in a position to gain the unalloyed 
confidence of the U.K. buyer; only then it is possible for L/cs 
to be opened for cent per cent of the invoice value. Many 
representatives of the foreign buyers are in India during the 
tobacco season to personally supervise and inspect the tobacco 
at the factories of their various suppliers before it is shipped to 
its destination. 
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37. Soapnuts 

There are two main varieties of soapnuts (1) Seekaka 
(2) Arita. Both varieties are chiefly used for domestic con¬ 
sumption though they are being rapidly replaced by soaps 
especially amongst the rich and middle classes. These are grown 
almost everywhere in India. Dealers buy and store them at the 
marketing centres during the year. Quality does not suffer pro¬ 
vided the commodity is properly dried before storage. There 
is always a steady demand for the nuts on a modest scale, and 
so advances arc made with a margin of about 40 per cent. It 
is rarely, however, that soapnuts are offered to banks as security 
for advances and even if offered because of its low value, it 
forms only a part of number of other commodities offered as 
security. 

38. Wool 

The rearing of sheep and the production of wool is of minor 
importance in India compared to cotton, as woollen clothing is 
not suitable for the greater part of the country on account of the 
climatic conditions. Hence wool is not produced on any orga¬ 
nised scale and that which is available is of short staple, without 
any felting qualities. Most of the wool gathered is removed from 
the carcases of slaughtered sheep as there is not enough growth 
to be shorn while the sheep are alive. 

The rearing of sheep and the production of wool are entirely 
in the hands of the village shepherds. Middlemen advance 
monies to them to be recovered on supply of wool. At the 
marketing places the wool is cleaned and pressed into bales or 
stored in borahs almost in the same manner as cotton. Against 
such stocks banks advance with a margin of about 30 to 40 per 
cent, the period of advances being about 6 to 9 months. 

A good deal of wool is imported from Afghanistan and 
Tibet, Central Asia and Nepal, while some portion is received 
by sea from Australia and Iran. Chief centres of the trade in 
raw wool are the Punjab, The United Provinces and Bikaner. 
Wool is found in Gujarat and Kathiawar while in Southern India 
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it is found in the Mysore State, Bellary, Kurnool and Coimbatore 
Districts. 

A good deal of wool grown in India and also imported * 
from other countries is consumed internally while a considerable 
portion of it is exported to foreign countries. The price depends 
to a large extent on Government Control and foreign markets. 
Indian wool is comparatively of inferior quality and is used in 
foreign countries mainly for the manufacture of Blankets, Carpets, 
Rugs, etc. Some of the wool is exported on consignment basis 
and in such cases advances are obtained either from bankers or 
from shippers with a margin of about 25% on the estimated 
value. The wool thus consigned is auctioned as sale by private 
treaty is not ordinarily allowed. Out of the sale proceeds, the 
advance is repaid. 

There are a few mills in India which use mostly Indian 
wool though they supplement it to a certain extent by importing 
better varieties of wool from Australia for the manufacture of 
higher class of goods. The manufactured goods are sold almost 
entirely in India alone. Some of the mills manufacture blankets 
only. Carpets arc manufactured on handlooms, a portion of 
which arc exported to foreign countries because of the excellence 
of their manufacture. Advances against manufactured woollen 
goods arc on a small scale and arc made in almost the same 
manner as against cotton goods. 

39. Gold 

India produces about 2 per cent of the total world produce 
tion of gold. It is found in India on a commercial scale in the 
Kolar District of the Mysore State. All the gold produced is 
exported abroad in the form of ingots for refining. A large 
quantity of refined gold is regularly imported into the country 
after it is refined. 

Banks advance for temporary periods against the security 
of what is known as “ Moosa ” gold ; that is, lumps of gold 
obtained by melting ornaments and refining the same by crude 
processes. The “ moosa ” gold is gathered in the mofussil and 
sent to big cities like Bombay for eventual sale. During the period 
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of collecting such gold and also during its transit, dealers obtain 
advances from banks. The chief risk with regard to these 
advances is the difficulty in ascertaining the fineness of the gold. 
Ornaments of various sorts are melted together and as the 
methods of refining are crude, even a professional appraiser finds 
it difficult to give the exact market value of “ moosa ”. Advances 
are therefore made only to first class parties. The chief safety 
with “ moosas,” however, is that gold below a certain amount of 
purity will not form into a moosa and so a certain purity is 
assured. As the moosas are not kept over for a longer period 
than one month or two at the most and moosa gold has always 
a ready market, a margin of about 15 to 20 per cent is deemed 
sufficient. Moosas, however, should not be allowed to lie over 
for any length of time and as far as possible the proceeds of the 
sale of moosa should be arranged to be received by the bank 
direct so as to ensure the genuine nature of the transactions. 

Advances against gold ornaments are not looked upon with 
favour by the bigger commercial banks because the advances 
arc not of a self-liquidating nature and arc not repaid even after 
two or three years. Moreover, the ornaments usually belong to 
women while the majority of borrowers are men and so there 
is always the risk of some female member of a Hindu joint 
family setting up a claim for her ornaments as “ stridhanam ” 
property. Even if this difficulty is got over by obtaining a 
declaration by the borrower as head of a joint family and counter¬ 
signed by another member of the family, it is worthwhile to note 
that the ornaments are meant for daily wear and it is only when 
there is no other alternative left and as a last resort, the orna¬ 
ments arc allowed to be pledged with banks. These advances 
therefore are not self-liquidating as is the case with advances 
against merchandise and very often banks are obliged to exert 
pressure in recovery of the advances. Even then, in several 
cases, repayments are made only by sale of the ornaments or by 
repledging them with another bank or with a moneylender. 
Auction sales by bankers are therefore a common feature and 
not quite a pleasant prospect for the banker. Moreover orna¬ 
ments are made generally not out of pure gold but of sovereign 
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and other gold where the fineness is always in doubt. In some 
places ornaments are made hollow with lac inside or with brass 
or silver bars or plates within. In all such cases, it is difficult 
to ascertain the exact gold contents. The help of a professional ' 
goldsmith or jeweller is taken with a guarantee for the genuine¬ 
ness of the articles pledged but where advances are made on a 
large scale such guarantees often afford ample scope for mani¬ 
pulation and fraud. 

Advances against gold ornaments are however made on a 
moderate scale in certain centres after taking due precautions. 
A declaration is taken from the borrower to the effect that the 
ornaments belong to him, that he has a right to pledge them, 
and that no one else has any claim or interest thereon. Advances 
are made only to well-known and respectable parties. A testing 
shroff is appointed to certify the quality, weight and market 
value of the actual gold contents of the ornaments. The orna¬ 
ments are then put into small cloth or canvas bags in the presence 
of two respectable officers of the bank and sealed. These bags 
are kept in joint custody. A gold ornament register is maintained 
wherein are noted the date of deposit, the number of articles 
pledged with their description, gross weight, net weight, fineness 
of gold in the ornaments and market value. At the time of 
delivery the signature of the borrower is taken in the register 
itself to serve as a permanent record. 

In view of the difficulties involved in obtaining repayments 
advances are not allowed to run for more than two years. To 
guard against frauds, advances for big amounts say above 
Rs. 3,000 or Rs. 5,000, are not allowed except in special cases. 

Re-pledge of gold ornaments involve many legal difficulties. 
Only mercantile agents can repledge goods held by them and 
banks can in no sense be construed as mercantile agents if they 
wish to repledge ornaments against which they had made 
advances even if they had taken the requisite authority from the 
owners of the ornaments. 

Under the circumstances if the owners are not aware of 
the repledge their original pledge gets determined the moment 
they pay the moneys due to the bank which lent them. More- 
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over, there is always a possibility of the repledger obtaining a 
sum in excess of what he himself may have advanced to the 
original pawner. The only method of accepting re-pledges is by 
taking an agreement on stamped paper from each individual 
pawner and as this is an impractical proposition and even if 
practicable, it defeats the very purpose for which a repledge is 
sought by banks, this business is not worth considering. 
Advances against gold have within recent times got considerably 
reduced on account of the gold control order of the Government. 

40. Silver 

India is the largest consumer of silver in the world. Its 
production in India is insignificant and whatever is available is 
purchased by the Government of India for minting purposes. Its 
import is in the form of bars weighing about 2,900 tolas. They 
usually bear the stamp of the H.M.S. Mint showing the weight 
and fineness. The Bombay Bullion Exchange Ltd. however, pur¬ 
chase the bars in large numbers and issue their own certificates 
of weight and fineness when the bars are sold in retail. A speci¬ 
men of such certificate is given below : — 

Issued by the Bombay Bullion Exchange Ltd. 

Silver Certificate . 


HIS MAJESTY'S MINT 
Bombay, 23rd January 1932 

Certified that the bar marked (CROWN) (No. of bars four) 
H.M. Mint Bo. 

J. 14415 

Weighing 11477-144 grains was melted at H.M. Mint, Bombay 
and that the fineness of a dip mustc of the melting was 997.2.0 
(Nine, Nine, Seven. Two). 

(Sd.) . 

For the Bombay Bullion Exchange Ltd., 
Mint Master. 


(Sd.) 


Secretary. 
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Bars are also numbered to facilitate handling and identifi¬ 
cation. It is usual to affix a copy of such certificate on the bars. 
Against these bars and the accompanying certificates advances 
are made by banks with a margin of about 20 per cent. People 
purchase the bars mainly with a view to selling them at a profit, 
taking advantage of the fluctuations in market prices. The bars 
are easy to remove and store and so no time limit is fixed for 
repayment and advances are allowed to continue so long as the 
specified margin is maintained. The bars are easily saleable but 
a particular watch on prices has to be maintained and margins 
promptly collected as fluctuations are sometimes sudden and 
heavy. 

Advances against silverware are not common as such ware 
is mostly for domestic use and not of sufficient value to obtain 
a bank advance. In certain cases, however, where standard 
articles are manufactured by up to date machinery silverware is 
pledged and advances obtained against the security. As in the 
case of silver bars, a margin of about 20 per cent is sufficient 
though it is usual to ask for slightly higher margins. 

IX." MANUFACTURED GOODS 
41. Iron and Steel 

Iron and steel industry is one of the largest industries in 
India. Good deposits of iron of high quality exist in many parts 
of India such as Singhbhum, Mayurbhanj, Goa and Mysore. The 
production of iron ore has been steadily increasing with the 
result India is now one of the largest producers. 

The United Kingdom, United States of America and France 
produce larger quantities than India. The industry is mainly in 
the hands of the Government. Those in the private sectors obtain 
finance under special arrangements and as the concerns are few 
they do not come under the ordinary bankers’ advances against 
stocks. There is, however, ample scope for advances in the 
various distributing centres against stocks under pledge and 
under hypothecation. Hardware merchants store Indian as well 
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as foreign goods and obtain advances against them. Owing to 
the nature of the commodity, fire insurance is waived. Storage 
is done in the open as well as under covered sheds and in godowns 
according to the nature of the article. Beams, angles, tees, 
fiats, channels, girders etc. which are very heavy and are not 
easily removable are allowed to be kept in the open with a 
fencing all round and a gate over which the ban's sign¬ 
board is placed. Verification of stocks can be had by careful 
inspection of the manufacturer’s invoices which are usually pro¬ 
duced when demanded. These heavy articles are not much in 
demand but as they are of standard make and are freely market¬ 
able, a margin of 30 to 40 per cent is deemed sufficient. Articles 
like galvanised sheets and plates, tinned plates and sheets, tubes, 
pipes etc. which require some protection from the weather are 
stored in open verandahs and sheds. These articles are not very 
heavy and so a stricter watch and control is generally kept by 
banks. They are however easily saleable and so a margin of 
25 to 30 per cent is usually maintained. 

Articles of smaller weight and also those stored in casks 
and in boxes as for example wire nails, hooks, bolts and nuts 
etc. are stocked in godowns under lock and key. Sales arc mostly 
by weight and so test weighments are made to verify stocks. 
These articles are liable to get rusty through long storage and 
so are not allowed to lie over for more than a year. Their 
saleability depends to a large extent on local demand. So a 

special study of local requirements has to be made. In the case 
of hoops, for instance, advances can be made with only 25 per 
cent margin provided the stocks relate to the particular require¬ 
ments of local baling presses. The hoops are generally of a 

width of V \ }", or 1" and are in demand according to the 
commodities that have to be baled. Provided a careful watch 
is kept on market fluctuations without placing too much reliance 
on invoice value, these advances are generally safe. 

A large business is done in second-hand iron and steel 

materials, the chief varieties being rails and scrap. Second-hand 
rails are of different lengths and sizes. Their marketability 

depends upon the prospective purchasers and the popular variety 
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fetches a much higher price than the rest. In ordinary times, 
it is difficult to ascertain the exact market value of these rails, 
and so a margin of 40 to 50 per cent on cost price is usually 
retained and advances are made only to first class parties. Storage 
is generally in the open as the rails are not easily removable and 
do not get spoiled by exposure to wind and rain. Scrap iron is in 
demand by large foundries, steel rolling mills, etc. It is packed 
in small lots and gathered in a central place for sale in big lots. 
It is, however, difficult to ascertain the exact quality and the 
real value of such articles and so advances are made with a 
margin of 50 per cent. Storage is usually in the open and so 
hypothecation of stocks is generally accepted. 

Before the last World War, India was a large importer of 
manufactured goods but with subsequent rapid industrialisation 
imports got considerably reduced. In their stead machinery of 
all sorts has been imported on a correspondingly larger scale. 
Banks as a rule do not advance on machinery, especially those 
manufactured under a patent. But when such machines are very 
popular and have a steady demand, exceptions are made and 
they are accepted as security when they form part of a large 
group of other goods pledged with the bank. 

Mill stores offer a large scope to banks for advances in 
industrial areas. Care is taken to accept as security, only easily 
saleable goods like belting, emery bobbins, small motors, etc. 
These have a steady market and so advances with a margin of 
about 40 to 50 per cent are safe. These articles are not allowed 
to lie over for more than a year. 

Advances are also made against block account of industrial 
concerns by obtaining a regular mortgage of all fixed assets 
including machinery. Though such machinery is by itself of 
great value, it is saleable only at heavy discount, because the 
machines are obtained for special orders, and so will not be of 
general use. Hence only one-third or one-fourth of the total 
value of such machinery is advanced. Such large margin is 
necessitated because the charges for erections are included in the 
block account and also because of the heavy expenditure involved 
in case they have to be removed for being fitted elsewhere. 
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Advances against cycles packed in dealwood cases are made 
to a limited extent with a margin of about 40 per cent provided 
they arc of renowned make and popular and are kept under 
bank’s lock and key. As the units are comparatively cheap and 
there is a growing demand for these vehicles such advances to 
wholesale dealers arc safe. They are allowed to run for a period 
of about 6 to 12 months. 

Advances against spare parts for automobiles, cycles, etc., 
arc risky and are not made on any appreciable scale because of 
the ditliculty of obtining a reasonable price on a forced sale. 
They are kept in securely packed cases and can be identified 
with their respective invoices. They are stored in godowns under 
bank’s lock and key and advances are made with a margin of 
50 to 60 per cent. The dealers however generally find it incon¬ 
venient to keep them in bank’s custody as they are required 
frequently for retail trade. 

42. Mineral Oils 

Almost all kinds of mineral oils such as kerosene, petrol 
and lubricating oils are imported from foreign countries. Indus¬ 
trial production of these oils in India is on a limited scale. The 
trade is mostly in the hands of big foreign companies who finance 
not only the import of the oils but also their distribution even 
up to the retail stage. Hence advances by banks in India against 
such oils are on a comparatively small scale. A margin of 25 
to 30 per cent is sufficient for advances against petrol as it is 
easily saleable and has a steady demand. It evaporates through 
long storage and so the percentage of evaporation of about 2 per 
cent is calculated and value deducted periodically. The capacity 
of a tank is ascertainable only by verification of relative records 
as also actual storage. There arc special tables for calculation 
of cubical contents by following which stocks could be easily 
verified. Petrol is highly inflammable and so extra care is exer¬ 
cised in insuring stocks. 

Besides advances against petrol in tanks advances are also 
made against oil in drums or barrels containing about 42 gallons 
each. These barrels are stored in pucca godowns, and kept under 
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bank’s lock and key. Besides fire the chief risk irr such cases 
is that of leakage. The stocks therefore are not allowed to lie 
over longer than a month or two. In the case of storage in 
barrels counting and ascertaining the contents is easy. With a 
high margin of about 60 per cent advances are made on a limited 
scale against such security. 

43. Paper and Paste Boards 

Paper industry in India is rapidly progressing. The most 
successful paper mills are situated in Bengal, while in the Bom¬ 
bay and the Madras State and South India there are some mills 
which produce only a few varieties in limited quantities. News¬ 
print is the most important item of import, as it is not produced 
in India in sufficiently large quantities. The paper is of a cheap 
variety. Banks do not make advances freely on newsprint, 
because the important newspapers in the country generally import 
direct and make their own financial arrangements for the same ; 
rarely do they purchase from local dealers. Smaller newspapers 
no doubt buy locally, but the total demand in the country for 
such paper is of a strictly limited nature because of the small 
number of newspapers which buy from local dealers. Each news¬ 
paper has its own size and quality, and does not ordinarily change 
the size or colour except for very important reasons ; hence 
newsprint does not have a wide market nor a steady demand and 
is so bulky and cheap that the space occupied and the compara¬ 
tively high godown rent are objections in the way of banks freely 
advancing against the commodity. Where advances are made, 
a margin of 40 per cent is generally maintained and regular 
deliveries of stocks are insisted upon so as to liquidate the 
advance within a limited period. 

Writing paper, envelopes and similar other items of stationery 
are locally produced and are also imported ; advances against 
them are obtained from banks at the distributing centres by large 
dealers. As paper of this variety is of universal demand and 
easily marketable, advances are made with a margin of 25 to 30 
per cent. The goods are packed in dealwood cases with marks 
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to identify them with the relative invoices, and as prices gene¬ 
rally fluctuate within a narrow range, the advances are safe. As 
paper docs not get deteriorated by storage for two or three years 
no stipulation is made about the date of repayment; but in prac¬ 
tice, the stocks are usually cleared within a year of storage. 

Paste-boards, straw-boards, card-boards, mill-boards, pack¬ 
ing and wrapping paper have all a steady demand throughout 
the country especially in localities where textile industry exists. 
They arc well packed in dealwood cases or dealwood frames and 
storage is done generally in seaport towns or in industrial areas 
where it is largely in demand. On account of the steady demand 
for this variety o f paper banks readily advance against their 
security with a margin of 30 to 40 per cent and the advances 
are usually repaid in about a year. 

44. Matches 

The country’s needs arc met mainly by local production in 
big factories. It is also a thriving cottage industry, as matches 
are produced in several villages by poor people for sale in their 
surroundings. The chief article required for the industry is soft 
wood, which can be made into match sticks and boxes. Sticks 
undergo a chemical process. The boxes are filled and are sealed 
with banderols, supplied by Government at a price to cover the 
excise duty levied on the production of matches. As the excise 
duty levied by the Government is a substantial portion of the 
total value of the match boxes and as packing has necessarily 
to be done with the banderols supplied by the Government to 
avoid further labour, advances are made by banks on ready¬ 
made match boxes duly packed in dealwood boxes. The cases 
are light and can be easily handled and, as the value is suffi¬ 
ciently high, bankers find it convenient to accept them as secu¬ 
rity. The price of matches is fairly steady and the matches are of 
universal demand. Hence a margin of 40 per cent is generally 
taken and the stocks are allowed to lie over for a period of about 
one year. Special care has to be exercised in storing to guard 
against dampness and also to guard against risk of fire. Advances 
are made at the producing as well as distributing centres. 
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45. Cement 

Cement is usually packed in gunny bags of one hundred 
weight each. Twenty such bags make a ton. In view however 
of the fineness of cement particles a good deal of cement is 
lost in handling the bags. Moreover it gets solidified easily in 
p. humid climate and becomes useless. Hence, advances against 
bags of cement are not made readily and even when made they 
are not allowed to run beyond a few weeks. Attempts are made 
to use paper bags for packing but they have not proved popular 
not only because of higher cost but also because they cannot be 
used a second time while used gunny bags fetch a substantial 
price when sold. Cement however is an easily marketable com¬ 
modity and is always of a standard quality. Hence advances are 
safe, with a margin of 25% provided of course they are not 
allowed for any length of time. 

46. Hides and Skins 

The term hides denotes the raw, dressed or tanned skins 
of bullocks, cows, buffaloes, horses, camels etc. while the term 
skins is restricted to those of calves, sheep, goats, deer etc. About 
half the total of hides and skins available in the country are 
exported to foreign countries and tanned. Prices depend to a 
large extent on foreign markets. 

Hides are collected from slaughter houses or from villages 
and sent to the marketing centres where dealers purchase them 
for eventual sale to large scale dealers, Indian and European 
exporting houses and to the tanneries. Hides collected from 
slaughter houses are generally superior in quality to those col¬ 
lected from villages as the latter are of animals which die of 
disease or starvation, and so their quality is generally poor. 
Moreover, the method of flaying and cleaning before marketing 
is so crude that the quality suffers a good deal on that account. 

There are three main varieties, namely cow hides, buffaloe 
hides, and calf skins. Curing is done by (1) Wet salting, (2) 
Dry salting, (3) Air drying and Arsenication. Wet salting is 
good enough for inland transport but not for export to foreign 
15 
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countries. Dry salting is costlier but at the same time it gives 
room for a lot of adulteration and so is not in much favour. 
Air drying is done by stretching the hides on frames and treat¬ 
ing them chemically. They fetch the highest price. 

In Madras and Maharashtra States the bark required for 
tanning purposes is easily available and so the tanning industry 
has developed in these places. At present the exports are steady, 
the chief importers being the United Kingdom. The finest quali¬ 
ties come from the Trichinopoly and Coimbatore Districts. The 
tanned skins are specially suitable for light weight leather pro¬ 
ducts. The exports arc mostly to the United Kingdom while 
within recent times Japan has been taking about 15% of the 
total export. 

Hides and skins arc packed in mats and gunnies and pressed 
into bales varying in weight from 500 to 750 lbs. They are stored 
only in tanneries and in Port Trust godowns because of the bad 
smell emitting therefrom. Banks make advances generally against 
hypothecation of stocks in the tanneries taking the additional 
security of the borrower's immovable property. Against stocks 
stored in Port Trust godowns awaiting shipment, advances are 
made to a limited extent to first class parties. The chief diffi¬ 
culty however is the valuation of stocks and, as it is a specialised 
industry, knowledge of the intricacies of the trade is difficult for 
bankers to obtain. Moreover when the stocks are in fully pressed 
bales banks have to depend to a large extent on invoices pro¬ 
duced by borrowers and in view of several undesirable practices 
and frauds that have come to light in this respect, banks hesitate 
to finance this business. Moreover, after the depression period 
following the last Great War, the fall in prices was so consider¬ 
able and the industry suffered to such an extent, that there is a 
general unwillingness on the part of banks to handle the business. 
Even demand bills accompanied by the railway receipts covering 
hides and skins arc not readily purchased by banks and when 
they do purchase, they charge double the usual rates and maintain 
a margin of 25 to 50 per cent. Even so, advances against stocks 
ready for export and covered by letters of credit arc made by 
banks to a limited extent with a high margin. 
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47. Fertilisers 

Manures are not in general use in India as the Indian agri¬ 
culturist is too poor to undertake intensive cultivation, and usually 
manages with green and other manures that are available locally. 
Chemical manures are used mainly in tea and coffee estates and 
so large quantities are imported into the country for the purpose. 
Since Independence several fertiliser factories have been estab¬ 
lished in the country because of the drive for growing more food 
and the consequent need for chemical fertilisers. Owing to short¬ 
age of these fertilisers, there is a great impetus for procuring and 
storing them by dealers. 

Advances are obtained from banks against the pledge of 
the stocks. The storage is in bags and is confined mostly to 
warehouses and other large godowns in sea ports. The bags are 
uniform in weight, but assume such odd shapes under pressure 
that exact counting of them is rendered difficult. It is usual 
therefore to post the bank’s godown-keeper at the time of storage. 
Where that is not possible, stocks are verified by calculation of 
the cubical contents. Chemical manures do not deteriorate by 
long storage but the market is mostly seasonal and therefore 
restricted, and because of the huge bulk, and comparatively low 
value, godown rent and other charges accumulate heavily and 
so dealers stock enough to last for a year and dispose off the 
goods as early as possible. A margin of 40 per cent is usually 
maintained. 


48. Crushed Bones 

Bones arc gathered all over the country and sent to the 
crushing mills which prepare them for export. There are about 
20 crushing mills in the country. The bones are crushed into 
different sizes ±", 4", 1" and so on, and shipped separately. The 
value depends upon the use made of each size. Crushed bones 
are used for the manufacture of bone, black, buttons etc. The 
powder is known as bone-meal and is used as manure. The 
crushed bones are stored in sea ports pending shipment, and 
advances are obtained from banks during the interim period. 
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Bones arc prepared for the market generally against specific 
orders, and so advances are made freely if the stocks are covered 
by irrevocable letters of credit. Where there are no letters of 
credit advances are not safe as shippers in the line are very few 
and they prefer their own products and do not take up those 
of others. The chief places of production arc Bengal, Bombay 
and Madras, the chief destinations are the United Kingdom, 
Ceylon and Belgium. 

49. Films 

The Indian film industry is now about a half a century old 
and several crores of rupees have been invested in the produc¬ 
tion, distribution and exhibition of films. The early development 
of the industry was in Bombay, from where it spread to other 
provinces, chief amongst them being Bengal, Andhra Pradesh 
and Madras. 

Raw as well as exposed films are imported into the country 
on a large scale, while exports of films from India are practically 
nil. Distributors established in various parts of the country hire 
films for exhibition. They also purchase films with exhibition 
rights from both foreign as well as indigenous film producers. 

Raw and exposed films are highly inflammable and so 
require special care in storage. The bigger film producing com¬ 
panies generally import raw films direct but the smaller concerns 
buy locally. Thus a market for raw films exists. Banks advance 
against them with a margin of 40 to 50 per cent. A high margin 
is required because the market is restricted. Though the pur¬ 
chasers are few, raw films are in universal demand and so 
advances against them are deemed safe. They are allowed to 
run for a period of 6 to 12 months. It is difficult to judge quality 
and so manufacturer’s invoices arc obtained and value compared 
with local market prices. 

Against exposed films advances are however risky because 
the success of a film, however costly its production might be, 
is always a doubtful factor. Moreover, the industry in India is 
not yet well established cither financially or technically and, as 
quality of production is not sufficiently standardised to assess 
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values, banks do not advance to the industry in general or to the 
distributors against particular films. In the case of films imported 
from foreign countries, however, certain standard values are 
ascertainable and so some advances are made on invoice, value 
of pictures purchased outright treating the security more or less 
as collateral. Special technical knowledge is required to ascer¬ 
tain the value of exposed films and so it is safe to retire relative 
foreign bills and clear the stocks without allowing them to get 
into the hands of the borrowers. 

50. Coal 

(Coal is the most important mineral of India. It is found 
mainly in Bihar, Bengal, Central Provinces, Assam, Punjab and 
Hyderabad. The coal fields of Bihar and Bengal produce about 
Yio of the total output of India. The railways consume about 
32 per cent of the total coal produced. The iron and steel fac¬ 
tories take about 25 per cent and the cotton mills about 7 per 
cent. A small quantity is exported to Ceylon and the Straits 
Settlements. The bulk of shipments are from Calcutta while a 
small portion is shipped from Bombay. 

Iron and steel factories, railways, etc. do not resort to banks 
for advances against the security of the coal. In the case of 
mills coal sometimes forms, one of the items hypothecated as 
security to banks. In small concerns such as brick and tile fac¬ 
tories, paper mills etc. which require coal on a small scale 
advances are sometimes made by banks against the stocks stored 
in open yards with fencing around, displaying the signboard of 
the banks prominently. As coal has always a steady market it 
is easily saleable and a margin of 30 to 40 per cent is main¬ 
tained on such advances. Coal does not lose in value owing 
to exposure to wind and rain nor does it deteriorate by long 
storage and so no special time limit is fixed for repayment. 
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INDUSTRIAL RAW MATERIALS 

Since Independence and as a result of the various Five- 
Year Plans, considerable progress has been made in the country 
in regard to the development of industrial production for 
domestic consumption as well as for export. Prominent amongst 
this development arc a number of industrial products, capital 
goods, transport equipment, tools and instruments, consumer 
goods, heavy and tine chemicals and allied materials which the 
country did not produce previously or produced only in small 
quantities. This growth of industry has been financed by banks 
to a very large extent with the result that bank advances to 
industry are now more than 50% of total advances. Industries 
with an industrial base however do not fall into a set pattern 
as in the case of industries with an agricultural base and so it 
is difficult within the limited scope of this book to give detailed 
enumeration about the methods of advances as has been done 
under the heading ‘ Commodities Generally \ Instead, a list of 
the industrial raw materials covering ‘ Engineering and Chemical 
and Allied Products ’ is given below along with a list of textiles, 
processed food, handicrafts and miscellaneous manufactured goods 
and the reader is requested to refer to the excellent and detailed 
information given in the Hand Book of Commercial Information, 
Vol. 1 & II, published by the Department of Commercial Intelli¬ 
gence and Statistics, Calcutta, Government of India. These 
publications present a precise and comprehensive picture in 
respect of individual industries and commodities and are of 
immense value as books of reference for the busy banker. 

1. ENGINEERING PRODUCTS 

Metals and Alloys : 

1. Pig Iron. 

2. Steel. 
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3. Aluminium. 

4. Copper. 

5. Miscellaneous Non-ferrous Metals — Lead, Zinc, Anti¬ 

mony, Tin and Nickel. 

Machinery and Tools and Accessories : 

6. Cotton Textile Machinery. 

7. Jute Mill Machinery. 

8. Heavy Industrial Machinery — Coal Mining, Oil Min¬ 

ing, Steel Plant and Material Handling. 

9. Miscellaneous Industrial Machinery — Sugar Mill, Tea 

Processing, Rice, Dal and Flour Mill, Oil Mill, 
Cement, Paper and Printing. 

10. Industrial Boilers. 

11. Tractors, Road Rollers and similar equipment. 

12. Agricultural Implements. 

13. Power Driven Pumps. 

14. Sewing Machines. 

15. Machine Tools. 

16. Small Tools, Hand Tools and Accessories. 

17. Ball Bearings. 

18. Industrial Fasteners — Bolts, Nuts, Rivets, Dogspikes, 

Panel Pins and Wire Nails. 

19. Screws. 

20. Typewriters. 

Internal Combustion Engines : 

21. Diesel Engines (Stationary type). 

Transport Equipment : 

22. Automobiles. 

23. Automobile Ancillarics. 

24. Motor Cycles, Scooters and Trailers. 

25. Bicycles. 

26. Railway Rolling Stock. 

27. Ships, Boats and Crafts. 
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Instruments : 

28. Scientific Instruments. 

29. Surgical Instruments and Medical Appliances. 

Sheet Metal Products : 

30. Steel Furniture. 

31. Hurricane Lanterns and Stoves. 

32. Drums and Metal Containers. 

33. Safety Razor Blades. 

34. Crown Cork. 

Miscellaneous Engineering Goods : 

35. Steel Wiie, Steel Wire Ropes and Welding Electrodes. 

36. Pipes and Tubes of Iron and Steel. 

37. Domestic Utensils. 

38. Cutlery. 

39. Builders’ Hardware. 

40. Locks and Padlocks. 

41. Clocks and Watches. 

Electrical Goods : 

42. Electric Fans. 

43. Electric Lamps. 

44. Air Conditioners and Refrigerators. 

45. Radio Receivers. 

46. Domestic Electric Appliances. 

47. Batteries and Accumulators. 

48. Electric Motors. 

49. Electric Meters. 

50. Electric Transformers. 

51. Switchgears. 

52. Electric Cables and Wires. 

II. CHEMICALS AND ALLIED PRODUCTS 

Heavy Inorganic Chemicals : 

53. Sulphuric Acid. 

54. Soda Ash. 
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55. Caustic Soda. 

56. Calcium Carbide. 

57. Chlorine and Bleaching Powder. 

58. Miscellaneous Inorganic Acids — Hydrochloric, Nitric, 

Phosphoric, Boric, Hydrofluoric, Chromic, Chloro- 
sulphonic. 

Miscellaneous Inorganic Chemicals : 


59. 

Aluminium Compounds. 

60. 

Ammonium Chloride. 

61. 

Barium Compounds. 

62. 

Bichromates. 

63. 

Bromine and Bromides. 

64. 

Calcium Compounds. 

65. 

Carbon (Activated). 

66. 

Copper Sulphate. 

67. 

Ferrous Sulphate. 

68. 

Hydrogen Peroxide. 

69. 

Magnesium Compounds. 

70. 

Elemental Phosphorus. 

71. 

Potassium Chlorate. 

72. 

Silver Nitrate. 

73. 

Sodium Compounds. 

74. 

Elemental Sulphur. 

75. 

Zinc Chloride. 

76. 

Electroplating Salts. 

Organic 

Chemicals : 

77. 

Acetic Acid and Acetates. 


78. Hydroquinone, Stearic and Oleic Acids. 

79. Miscellaneous Organic Acids. 

80. Butyl Alcohol or Butanol, Methyl Alcohol or Metha¬ 

nol, Phthalic Anhydride and Rubber Chemicals. 


Alcohol : 

81. Power Alcohol and Industrial Alcohol. 
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By-products of Coal Carbonisation : 

82. Crude Coal Tar. 

83. Solvant Naphthalene, Tar Acids, Crcsote Oil, Anthra¬ 

cene, Coal Tar Pitch, and Road Tar. 

84. Benzol and Benzol products. 

Pharmaceutical and Allied Products : 

85. Medicinal and Pharmaceutical Products. 

86. Insecticides, Fungicides, Pesticides and Weedicides. 


Fertilizers : 

87. Fertilizers. 

Dyes and Paints : 

88. Synthetic DyestulTs. 

89. Paints and Pigments. 

Plastics : 

90. Plastic Chemicals. 

91. Plastic Articles and Linoleum. 

Misc ellaneous Chemicals : 

92. Synthetic Detergents. 

93. Synthetic Rubber. 

94. Industrial Fxplosives. 

95. Industrial Gases. 

Rummer Goods : 

96. Tyres and Tubes. 

97. Miscellaneous Rubber Goods. 

Paper : 

98. Paper and Paper Products. 
Mineral Products : 

99. Cement. 

100. Ceramics. 

101. Glass and Glassware. 

102. Refractories. 

103. Roofing Tiles. 
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III. TEXTILES, PROCESSED FOOD, HANDICRAFTS 
AND MISCELLANEOUS MANUFACTURED GOODS 

Textiles : 

1. Cotton Yarn. 

2. Handloom Cotton Piecegoods. 

3. Mill-made Piecegoods. 

4. Non-wearable Cotton Textiles. 

5. Jute Manufactures. 

6. Silk Manufactures. 

7. Viscose and Acetate Filament and Staple Fibres. 

,8. Non-cellulosic Fibres. 

9. Fabrics of Man-made Fibres. 

10. Woollen Yarn and Fabrics. 

11. Woollen Carpets and Rugs. 

12. Woollen Shawls and Chaddars. 

13. Coir Manufactures. 

14. Hosiery. 

15. Ropes. 

16. Embroidery and Lace. 

Processed Food, Beverages and 
Allied Products : 

17. Tea. 

18. Coffee. 

19. Refined Cane Sugar. 

20. Gur and Khandsari. 

21. Salt. 

22. Confectionery and Chocolate. 

23. Milk Products. 

24. Biscuit and other Cereal Preparations. 

25. Cashew Kernel and its By-products. 

26. Processed and Preserved Fruits and Vegetables. 

27. Fish Preserved and Fish Preparations. 

28. Processed Meat, Casings and Tallow. 

29. Alcoholic Beverages. 

30. Yeasts. 
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Tobacco Manufactures : 

31. Tobacco Manufactures. 

Vegetable Oils and Oil-based Products : 

32. Edible and Non-edible Oils (Groundnut, Sesamum, 

Linseed, Mustard, Castor, Cottonseed, Coconut 
and Minor Oils). 

33. Solvent Extracted Oil. 

34. Vanaspati. 

35. Soap. 

36. Glycerine. 

Essential Oils and Fish Oil : 

37. Turpentine Oil and its By-products. 

38. Sandalwood Oil. 

39. Lcmongrass Oil and its Derivatives. 

40. Palmarosa, Vetiver, Geranum, Gingergrass and Mis¬ 

cellaneous Essential Oils and their Derivatives. 

41. Fish Oil. 

Leather and Leather Products : 

42. Leather. 

43. Leather Footwear. 

44. Miscellaneous Leather Goods. 

Timber Products: 

45. Plywood and Allied Products. 

46. Wooden Furniture and Artistic Woodware. 

47. Bobbins. 

48. Lead Pencils. 

49. Matches. 

Miscellaneous Handicrafts : 

50. Jari. 

51. Jewellery. 

52. Artistic Brass, Copper and Bronzeware. 

53. Dolls and Toys. 
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54. Fancy Carvedware. 

55. Mats and Basket-work. 

56. Musical Instruments of India. 

Miscellaneous Manufactured Goods : 

57. Starch. 

58. Glucose. 

59. Guar Gum. 

60. Glue and Gelatine. 

61. Cosmetics and Toilet Preparations. 

62. Sports Goods. 

63. Brushes. 

64. Umbrella and Umbrella Accessories. 

65. Writing and Printers’ Inks. 

66. Candles. 

67. Agarbattis. 

68. Cinematographic Films. 

69. Books and Printed Matter. 
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CONCLUSION 

An attempt has been made in the foregoing chapters to des¬ 
cribe in some detail the Practice and Law relating to Bankers’ 
Advances Against Goods in India. The reader will have noted 
that the system is in some respects crude and cumbersome and 
far from satisfactory. If access could be had to bankers’ records 
during the years of the great depression (1930-1933) they 
would reveal several losses not merely due to the risks inherent 
in this type of advances but also because of the unscientific 
methods of storage. If in spite of these losses banks are con¬ 
tinuing to advance against goods, it is not because the system 
is satisfactory but because the percentage of losses when com¬ 
pared to the huge sums advanced is so small that the business 
is considered a legitimate banking risk. 

There has been a revolutionary change in the pattern of 
bank advances since 1947 when India gained Independence. 
Till then, bankers’ advances against goods were mainly for 
moving agricultural produce from the fields to the markets and 
the seaports. Since 1947, owing to shortage of foodgrains, res¬ 
trictions on their storage and movement and advances have been 
placed by the Reserve Bank of India and the Government to 
guard against hoarding and cornering stocks by unsocial elements 
in the country. At the same time, as a result of the Five Year 
Plans, there has been a great fillip to the growth and development 
of industries. Banks therefore began to finance them in a big 
way. Bankers’ advances against goods consequently got diverted 
to industries against security of their raw materials, stocks-in- 
process and finished goods. 

While the pattern of advances of banks was thus under¬ 
going a radical change, the Government recognised the urgent 
need to construct warehouses so as to bring about scientific 
storage and orderly marketing and began construction of ware- 
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houses in all important places. There are also plans for the 
erection of grain elevators and silos in important centres of 
agricultural production. This policy is bound to have a revolu¬ 
tionary change in regard to the method of bankers’ advances 
against goods. Most of the difficulties and risks now being 
experienced by banks are likely to cease, but advances against 
agricultural produce is likely to decrease not only because of the 
selective credit controls of the Reserve Bank of India but also 
because individual land holdings are getting reduced consequent 
on the socialist policy of government. Hence the scope for large 
scale farming is getting reduced. Instead of banks making advan¬ 
ces against agricultural produce, the rich agriculturist in the loca¬ 
lity is making the advances to the poor agriculturist and so bankers 
advances against agricultural produce are showing a steady 
decline. Moreover agricultural produce comes to the market for 
sale seasonally for a few months in a year when industries with 
an agricultural base purchase and store it to last for a year or so. 
It is therefore easy for banks to advance against such storages. 
Furthermore agricultural produce takes only a few days or weeks 
to be processed and made ready for the market, and so the value 
of stocks-in-process will not be much and docs not present any 
problems for the banker to advance against the security of such 
stocks. 

In the case of manufacturing concerns with industrial base 
however, it is different. The raw materials are available through¬ 
out the year and so there is no need to store them for more than 
3 to 6 months. The stocks-in-process take several weeks some¬ 
times even months to come out as finished products. And in 
the interim period such a lot of expense is incurred for processing, 
that the value of the finished product is many times more than 
the raw material. To value the finished product during pro¬ 
cessing is almost impossible. Hence advancing against industrial 
raw materials is a much more complicated affair than advancing 
against agricultural produce. Yet bankers’ advances to industry 
and to manufacturing concerns with an industrial base are 
steadily growing in volume. That is because of the rapid growth 
of industry in the country. It is reported that advances to 
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Industry are more than 50% of total advances of banks. These 
advances, however, are mainly against industrial raw materials, 
stocks-in-process and finished goods. Unlike agricultural produce 
these raw materials are of infinite variety and what is a finished 
product to one industry is oftentimes a raw material to another. 

Though huge sums have been advanced by banks within 
recent times to industrial concerns, no satisfactory system of 
verifying stocks has been evolved so far. This is so especially 
in regard to engineering, chemical and allied industries. Some 
banks appoint qualified engineers to help in verification but that 
is not likely to lead to fruitful results because of the great com¬ 
plications involved in the various manufacturing processes which 
baffles all attempts at correct valuation. One method of verifi¬ 
cation is by calling for a monthly statement of incomings and 
outgoings of materials to be verified with the books maintained 
by the borrowers and with the transactions put through the ledger 
account with the bank during the month. 

In normal times the moneys realised by sales cover amply 
the moneys paid for purchases and a rough idea of the profit 
made for the month could be had after deducting the establish¬ 
ment charges for the month. A careful and close watch over 
the borrowers account will show how far the production has 
been profitable. This has to be followed up by occasional visits 
to the manufacturing units and by discreet enquiries about the 
progress of the industry. By this process a banker, with his 
wide knowledge and experience, should be able to guage the 
health of an industry, same as a doctor could guage the health 
of a patient by feeling the pulse. 

With the revolutionary changes that are coming about in 
the country and the consequent change in the pattern of banking, 
banks’ services to customers are also undergoing a vast change. 
Financing of foreign trade, used to be almost a monopoly of the 
Exchange Banks, and it has now ceased to be so. Foreigners 
still continue to deal with the Exchange Banks as before but 
Indians arc changing over to Indian Banks for the financing of 
their foreign trade as they find it more advantageous to have all 
their business done, both inland and foreign, by one bank only 



CONCLUSION 


241 


and Indian Banks have risen to the occasion by establishing 
branches or agencies in foreign countries and thereby servicing 
their customers efficiently and well for all their foreign ex¬ 
change transactions. Government also are instituting a drive for 
increasing foreign exports. Towards this end they have started 
Export Promotion Councils, have offered special Credit facilities 
through banks and have also started the Export Credit & Guaran¬ 
tee Corporation (E.C.G.C.). Though finance of foreign trade 
is also of the same nature as bankers’ advances against goods, 
it is beyond the scope set for this book and so this aspect of 
finance has not been dealt with. 

Another type of finance is also coming into prominence viz., 
the Hire Purchase Finance. This however still is in the embra- 
yonic stage. Legislation is in the offing. How far an advance 
against a Hire Purchase contract could be treated as an advance 
against hypothecation of goods is a debatable point. It depends 
to a large extent on the type of legislation that is likely to be 
passed shortly. It is, therefore, too early to comment on this 
aspect of advances against goods. 

With the growth of industry, transport has become a big 
problem. As railways could not cope with the growing needs 
of the country, road transport has come into great prominence. 
Receipts issued by lorries have not gained legal recognition 
similar to the receipts of the Railways but sooner or later some 
statutory bodies are likely to come into existence for orderly and 
reliable transport by road when lorry receipts may be given legal 
recognition. State Governments are entering slowly into this 
field of road transport by running buses to carry passengers ; 
and it may not be long before they enter into the business of 
carrying goods also. 

Banks follow trade whether it is mere storage of produce 
for sale at a profit at a later date or a manufacture of raw mate¬ 
rials into finished goods ; whether it is storage in pucca ware¬ 
houses or in ordinary godowns or whether it is transport by 
lorries or by rail ; whether it is sale of goods to foreign countries 
after preparing them for shipment or it is sale of goods on a 
hire-purchase contract; whether it is to manufacture consumer 
16 
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goods or it is to manufacture heavy machinery. Whatever the 
developmental activities of the country happen to be, bankers’ 
advances against goods are bound to be substantial in a large 
country like India. 



APPENDIX 


FORM No. 1 
TRUST LETTER 

ADVANCE IN ACCOUNT CURRENT ON PRODUCE 
AWAITING SHIPMENT 


To 

The Agent, 

-Bank Limited, 


In consideration of your allowing me/us to overdraw current account 
from time to time, the total overdraft not at any time to exceed 

Rupees.I/we hereby agree that all cheques drawn on 

my/our current account shall be applied by me/us solely in the purchase 
of produce and in the event of an overdraft being created by reason of 
your honouring such cheques, then until such overdraft has been repaid 
to you, either by proceeds of bills of exchange sold to you, or in cash, 
all such produce as shall be purchased by me/us by means of such 
cheques and overdrafts shall be kept apart by me/us from all other 
goods or produce in my/our godowns, and shall be held by mc/us, as 
agent and in trust for you and kept fully insured by mc/us against loss 
by fire, I/wc holding such insurance and all moneys receivable therefrom 
in trust for you and handing you forthwith all amounts received from 
the insurers. 

The intention of this agreement is, that you are to be entitled to 
such produce as security for my/our overdraft for the time being, I/we 
holding such produce as agent and trustee for you, and in the event of 
my/our failing to repay to you the amount of my/our overdraft when 
called upon to do so, I/we hereby undertake to deliver to you at any 
time the said produce, without raising any question, to enable you to 
sell, or at your discretion to ship the same for the purpose of realisation 
under your direction. 

I/We also further agree and undertake immediately upon shipment 
of the produce or any part thereof to hand to you the shipping docu¬ 
ments for the same or their equivalent in cash. 
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I/We will, whenever required, give you full particulars of the pro¬ 
duce held by me/us on your behalf, and I/we hereby guarantee that its 
value shall at all times be equal to and shall be maintained at the amount 
of my/our overdraft. 

It is understood that the keys of the godown remain in my/our 
possession, and I/we, likewise, further agree and undertake to have no 
advance from any other bank on the same or any other produce in 
my/our godowns in which produce under lien to you is stored so long 
as I/we am/are indebted to you. 

And I/we further agree that the goods shall also be a security 
to you for the payment on demand of all other moneys which are now 
or shall at any time be due to you from me/us cither alone or jointly 
with any other person or persons, either on account current or for money 
advanced or paid or in respect of bills, drafts or notes accepted, paid or 
discounted, interest, commission or any other usual or lawful charges or 
on any other account whatsoever, together with all costs and expenses. 
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FORM No. % 

TRUST RECEIPT 

FOR GOODS RECEIVED FROM FOREIGN COUNTRIES 


To 

The Agent, 


Bank Limited, 


’ In consideration of your handing over to me/us the shipping docu¬ 
ments of the goods as per particulars at the foot of this receipt held by 

your Bank as security for the payment of the *Bill drawn by. 

.on me/us dated.for. 

accepted by me/us. 

*sum of.being the Invoice value of the 

said goods payable to your Bank, I/we hereby undertake to land, store, 
and hold the said goods until sale and to sell the said goods as the 
Agents and Trustees of your Bank and that until sale the said goods and 
after sale the proceeds thereof shall be held as and shall remain the 
property of your Bank and subject to the Bank’s security thereon, and 
that proceeds of sale of the said goods shall be forthwith handed to 
you, I/we specially advising you in respect of which shipment each pay¬ 
ment is made, so that you may apply each payment to its appropriate 

acceptance/invoice.and I/we undertake that the proceeds 

of the said goods shall in all things be treated by me/us in my/our 
books as belonging to your Bank and earmarked as the Bank's property 
until the above mentioned acceptance/invoice shall be fully paid and 
satisfied by me/us. 

2. I/We further undertake that all sales by me/us of the said 
goods shall not be against Bazar Chits or promissory notes but only for 
cash to be paid over to you forthwith, and I/we undertake at any time 
to hand over to you on demand all goods covered by this Trust Receipt 
for the time being unsold and authorize you or any one authorized by 
you in working in that behalf to enter my/our godowns and take posses¬ 
sion of the said goods at any time. 


* Delete one of these lines. 
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3. I/We also undertake at all time to keep the goods covered by 
this Trust Receipt insured against fire to their full value and to hand 
over to you on receipt all monies received from the Insurers under the 
Policy or Policies effected by me/us such Policy or Policies being in 
the meantime held by me/us as trustee/trustees for your Bank and to 
be transferred to you at any time on demand. 

4. I/We acknowledge and declare that the goods covered by this 
Trust Receipt and the monies from time to time outstanding in respect 
thereof represent a separate transaction distinct from all goods held under 
similar Trust Receipt or monies outstanding in respect thereof and that 
the aggregate of each goods and monies shall not be deemed or taken 
to constitute a general credit from your Bank to me/us. 

5. On the payment by me/us of the full amount of the above 
acceptance/invoice this Trust Receipt shall be delivered up to me/us 
cancelled and thereupon any goods covered thereby which may be unsold 
or any proceeds thereof which shall be outstanding or unrealized shall 
be my/our absolute property. 

Place. Yours faithfully, 


.19 . 

PARTICULARS OF GOODS ABOVE REFERRED TO 


Bill 

No. 


Amount 
of Invoice 
or Bill 


Due 1 
Date 


Steamer 


Date of 
Invoice 


Marks and 
Numbers 


Descrip¬ 

tion 
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FORM No. 3 

TRUST RECEIPT 
FOR INLAND GOODS 


To 

The Agent, 

-Bank Limited, 


We acknowledge the receipt of the goods or Documents of Title 
to the goods, specified in the Schedule hereunder and in consideration 
of your handing them to us we acknowledge that we hold the same as 
your Agent/s and undertake : — 

(a) not to deal with them except as your Agents and on your 
behalf for the purpose of obtaining delivery of and/or selling or railing 
or shipping or warehousing the said goods. 

(b) within.days from the date hereof either to sell the 

goods for not less than Rs....and pay over to you the entire 

proceeds towards liquidation of our debt, giving you particulars of each 
sale when remitting the proceeds, or to obtain and deposit with you 
Railway Receipts or Shipping Documents or Warehouse Warrants in your 
name to be held by you in substitution for the above documents or 
goods as a continuing security for our indebtedness to you. 

(r) to keep this transaction separate from any others. 

(d) to cover the goods by insurance against all risks and hold the 
policy or policies on your behalf. 

(e) to give you on request full authority to receive from any person 
or persons the proceeds of the sale of such goods or the goods themselves 
or any documents of title to the goods. 

Dated this.day of. 19... 

SCHEDULE 

Particulars of Documents or Goods. 


Nature of goods. 


Quantity. 


Marks. 
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FORM No. 4 

JOINT HINDU FAMILY LETTER 
KARTA FORM 


Dated.19 


The Agent, 


—- Bank Limited, 


Dear Sir, 

As our Joint Hindu Family Firm . 

has dealings with your Bank in the name of the said firm, we beg to 

say that the first signatory to this letter, viz. :. 

is the Karta of the Joint family and the other signatories arc the adult 
co-parceners of the said family. We all further confirm that the business 
of the said Joint Family and of the said Joint Family Firm is carried 
on mainly by the said Karta in the interest and for the benefit of the 
entire body of co-parceners of the said Joint Family. We all undertake 
that all claims due to the Bank from the said family firm shall be recover¬ 
able personally from all or any of us and also from the entire family 
properties of which the first signatory is the Manager, including the shares 
of the minor co-parceners. 

In view of the fact that ours is not a firm governed by the Indian 
Partnership Act of 1932, we have not got our said firm registered under 
the said Act. 


Yours faithfully, 
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FORM No. 5 
PARTNERSHIP LETTER 


To 


The Agent, 


Bank Limited, 


Dear Sir, 

As the firm of.is having dealings with 

the Bank, we beg to inform you that we the undersigned are the partners 
in the said firm. We are jointly and severally responsible to the Bank 
for the liabilities of the firm with the Bank. The Bank may recover its 
claim and dues from any or all of the partners of the firm and the 
estate of any deceased partner. 

Whenever any change occurs in our partnership we undertake to 
inform the Bank of the same in writing and our individual responsibility 
to the Bank will continue until we receive from the Bank an acknow¬ 
ledgement of that letter and until all our responsibilities with the Bank 
are discharged. 

The account of the firm may be operated upon by and under the 
signature of any one of the undersigned and all documents, promissory 
notes, cheques, etc., may be signed by any one of the undersigned in 
the name of the firm, and shares, securities and valuables held by the 
Bank in any account whatsoever of the firm may be withdrawn by any 
of the undersigned on his passing a receipt of discharge in the name of 
the firm and all such acts and operations will be binding on the firm. 

In the event of the death or retirement of any partner, the Bank 
shall be entitled at its discretion to deal with the surviving or continuing 
partner or partners, as the case may be and allow the surviving or con¬ 
tinuing partner or partners to continue operation on the account of the 
partnership and overdraw moneys therefrom and make deposits therein 
and also release the securities, if any, held by the Bank for its dues, to 
such surviving or continuing partner or partners against receipt of any 
such amount as it may in its discretion consider proper, without in any 
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way affecting its right to recover the balance of its dues from the retiring 
partner or the heirs and legal representatives of the deceased partner and 
otherwise deal with the continuing or surviving partner or partners in 
respect of the affairs of the firm in such manner as the Bank thinks 
proper, without reference to the heirs and legal representatives of the 
deceased partner or the retiring partner, and such heirs and legal repre¬ 
sentatives or the retiring partner shall have no claim against the Bank 
in respect of such dealings. 


Yours faithfully. 
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FORM No. 6 

GODOWN CERTIFICATE. 


Produce Loan No. Godown Inspection 

Register Folio. Godown No. 


Bank’s Map Index No. 
Name of Borrower. .. 

Full Address. 

Godown belonging to. 
Full Address. 


Situation :— 

Survey or Municipal No. 

Name of the Street. 

Name of the Village or Town 
(circle) 

Distance from the Bank.... 

Locks Used : 

Big. 

Key No.. . 

Nature of goods stored. 

Loose 

How stored :- 

In bags or bales 


Measurements : Inside measurements Present Storage 

of Godown. measurements 

of produce. 

Length .ft.in. .ft.in. 

Breadth .ft.in. .ft.in. 


Height (upto walls only) .ft.in. .ft.in. 

Volume in cubic ft. . . 

Quantity stored . 

Market rate Rs.per. Value Rs. 

Stipulated margin: .per cent Value Rs. 

Rate advanced Rs.per. Amt. Advanced 

Rs. 


Small.. 
Key No. 


Number of bags or bales 






































252 


banker's advances against goods 


Risk:— 

(1) ^Whether Pucca or Kutcha Godown 


Pucca 

Kutcha 


(2) Distance from thatched sheds, haystacks or fuel depots near the 
godown, (if any). 


Goods to be insured for.for a period of.months. 


t Remarks, 


The produce and other particulars are as stated above and the Bank's 
sign board and locks are placed on the Godown. 


Place. 

Oate. 19.... Godown Keeper. 


* Kutcha means timber or bamboo frame work with walls of cadjan 
matting, split bamboos or lath and plaster, and roof of tiles, slates, iron or 
combustible materials. 

t Whether situated in any factories, rice or ginning ; if so, the distance 
from the boiler or press house. 

(2) Construction of walls and roofing to be given in full. 
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FORM No. 7 

LETTER OF CONTINUITY 


Place 


To 


19 


The Agent, 


Bank Limited, 


Dear Sir, 

I/We beg to enclose an On Demand Pro. Note for Rs. 

(Rupees.) signed by me/us which is given 

to you as security for the repayment of any overdraft which is at present 
outstanding in my/our name and also for the repayment of any overdraft 

to the extent of Rs. (Rupees.), 

which I/we may avail of hereafter and the said Pro. Note is to be a 
security to you for the repayment of the ultimate balance or sum 
remaining unpaid on the overdraft and I/we am/arc to remain liable 
on the Pro. Note notwithstanding the fact that by payments made into 
the account of the overdraft from time to time the overdraft may from 
time to time be reduced or extinguished or even that the balance of the 
said accounts may be at credit. 


Yours faithfully, 
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FORM No. 8 

TAKE DELIVERY LETTER 


To 

The Agent, 

-— —Bank Ltd., 


Dear Sir. 

Please take delivery of the following : 


I do not wish to incur the expense of insurance of the above goods 
against fire but I understand that it is the Bank's intention to insure the 
goods themselves to the extent of the amount due to them only and 
I have no objection to this and will not claim contribution or indemnity 
from the Bank in the event of any loss by fire.* 


Yours faithfully, 


* To be deleted if not required. 






APPENDIX 


255 


FORM No. 9 
DECLARATION FORM 


To 


Bank Limited, 


Dear Sirs, 

I/We beg to declare that the following goods, the possession of which 
is handed over to you and which are Pledged to you as security against 
my/our loan/cash credit account with you are either my/our own absolute 
property or that I/we have such an interest in the same as entitles me/us 
to pledge the same with you and that they are not subject to any prior 
lien, charge or encumbrance of any sort whatsoever. I/We further specifi¬ 
cally declare that the goods have all been paid for by me/us in full and 
that there is no liability on my/our part to any unpaid vendor in respect 
of these goods. 

As the goods have not been weighed or tested in the presence of your 
representatives, T/wc fully hold mysclf/oursclves responsible for the correct¬ 
ness of the quality, quantity and description thereof. If at any time you 
desire to have the goods weighed, counted, measured or tested, you can 
do so at my/our expense and the quantity and quality so arrived at shall 
be acceptable to and binding on me/us. 

Since it is not possible to produce all the invoices relating to the 
goods now pledged, for your inspection, I/wc hereby declare that all the 
goods now pledged with you belong to the current season and have been 
purchased by me/us in this season. 

The goods mentioned hereunder are at present stored in . 


I/We undertake to see that the Bank’s officials obtain free access to 
the godowns at all hours of the day and night. I/We also hold myself/our¬ 
selves responsible to see that the Bank’s signboards and locks, on the 
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doors of the godowns are in no way tampered with or disturbed, and 
that the Banks security is always fully safeguarded. 


Yours faithfully, 


SCHEDULE OF GOODS 


Commodity 

Mode 

of 

Storage 

Unit of 
Weight 
or 

Measure¬ 

ment 

Quan¬ 

tity 

Rate 

; Per 

Unit 

VALUB 

Rs. P. 



1 





Calculations have been checked and godown locked. 


Date 


Godown-keeper. 
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FORM No. 10 

PLEDGE OE GOODS TO SECURE A DEMAND CASK CREDIT 


No. 

Amount Rs, 
Name. 


The . Rank Ltd. (hereinafter called “ the Bank") 

having at the request of. (hereinafter called 

“ the Borrowers “) opened or agreed to open in the Books of the Bank 

at . a Cash Credit Account to the extent of 

Rs. •. ( Rupees .) with the 

Borrowers to remain in force until closed by the Bank and to be secured 
by goods pledged with the Bank IT IS HEREBY AGREED by the 
Borrowers jointly and severally as follows : — 

1. That the goods described in general terms in the Schedule hereto 
delivered to the Bank under this Agreement, as security for any sum already 
drawn or as security for any sum or sums to be drawn against the said 
Cash Credit Account are pledged to the Bank or are to be deemed to have 
been so pledged as security to the Bank for the payment by the Borrowers 
of the balance due to the Bank at any time or ultimately on the closing 
of the said Cash Credit Account and for the payment of all debts and 
liabilities mentioned hereunder. The expression “the balance due to the 
Bank " in this Agreement shall be taken to include the principal moneys 
from time to time due on the said Cash Credit Account and also all 
interest thereon calculated from day to day at the rate hereinafter men¬ 
tioned and the amount of all charges and expenses which the Bank may 
have paid or incurred in any way in connection with the pledge or the 
sale or disposal of the said goods. 

2. That the Borrowers shall not during the continuance of this Agree¬ 
ment charge or encumber in any way any of the goods pledged nor do or 
permit any act whereby the right of the Bank to the pledged goods shall 
be in anywise prejudicially affected. 

3. That the Borrowers shall with the previous consent, of the Bank 
be at liberty from time to time to withdraw any of the goods for the 
time being pledged to the Bank provided the advance value of the said 
goods is paid into the said account or provided the necessary margin 
required hereunder is fully maintained. 

17 
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4. That the right of the Borrowers as unpaid sellers of any of the 
goods pJedgcd with the Bank shall be a security to the Bank for the 
abovementioned advances. 

5. That the Borrowers shall punctually pay all rents, rates, taxes 
and other outgoings of the godowns and premises wherein the pledged 
goods shall be and keep the same from distress. 

6. That all goods pledged to the Bank shall be insured by the- 
Borrowers against fire and also if required by the Bank against damage 
by riot or civil commotion in some insurance office approved by the Bank 
for the full market value of such goods and such policies will be delivered 
to the Bank together with all receipts for premia paid thereon. Tf the 
Borrowers fail to so insure the goods or fail to deliver the policies or 
receipts for premia as aforesaid the Bank shall be at liberty (w'ithout 
being bound to do so) to effect in its own name such insurance at the 
expense of the Borrowers. All moneys received under any such insurances 
shall be applied in or towards liquidation of the balance due to the Bank 
under the said account. 

7. That the Borrowers shall make and furnish to the Bank such 
statements and returns of the current market value and other particulars 
of the said goods arid a full description thereof and produce such evidence 
in support thereof as the Bank may from time to time require and shall 
maintain in favour of the Bank a margin of .... per cent on the value 
of the goods and the balance due to the Bank for the time being. Such 
margin shall be calculated on such valuation of the goods as shall be 
fixed from time to time by the Bank. 

S. That the Borrowers shall be responsible for quantity and quality 
of the said goods pledged with the Bank and also for the correctness of 
statements and returns furnished by them to the Bank from time to time 
as mentioned above. The Bank shall be at liberty at any time in its 
discretion to get the goods weighed and valued at the expense of the 
Borrowers. 

T That during the continuance of this Agreement the Bank shall 
not be responsible, notwithstanding anything to the contrary in Section 152 
of the Indian Contract Act. for any loss or deterioration of or damage 
to the sail! goods whether caused by theft, fire, rain, flood, earthquake, 
lightning or any other cause whatever. 

10. 1 hat interest at the rate of .... per cent over Bank Rate 

minimum .... per cent per annum shall be calculated and charged on 
daily balance in the Bank's favour due upon the said Cash Credit Account 
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until the same is fully liquidated and shall be paid by the Borrowers as 
and when demanded by the Bank. 

11. That on demand by the Bank the Borrowers shall pay to the 
Bank the balance then due to the Bank on the said Cash C, dit Account 
together with all further interest at. the rate abovementioncd and the 
amount of all further charges and expenses (if any) to the date of pay¬ 
ment provided that nothing herein in this clause contained shall be deemed 
to prevent the Bank from demanding payment of the interest fur the time 
being due at the abovcmcnioncd rate without at the same time demanding 
payment of the balance due to the Bank exclusive of such interest. 

12. That if the Borrowers shall fail to maintain such margin as 
aforesaid or if the Borrowers fail or neglect to repay to the Bank on 
demand the balance then due to the Bank or in the event of the Borrowers 
becoming or being adjudicated Bankrupt or Insolvent or executing any 
deed of Arrangement, Composition or Inspectorship or in the event of 
any distress or execution being levied or enforced upon or against any 
of the property of the Borrowers whether the said property shall or shall 
not be the subject of this security or (whether the Borrowers arc or arc 
not a Joint Stock Company) in the event of any person, firm or company 
taking steps towards applying for or obtaining an order for the appoint¬ 
ment of a Receiver of the Borrowers’ property or any part thereof or 
(in the event of the Borrowers being a Joint Stock Company) if any 
person, firm or company shall apply for and obtain an order for the 
winding tip of the Borrowers or if any such order is made or any step 
be taken by any person, firm or company in or towards passing any 
resolution to wind up the Borrowers or if any such resolution be passed 
whichever may first happen it shall be lawful for the Bank forthwith or 
at any time thereafter and without any notice to the Borrowers (without 
prejudice to the Bank's right of suit against the Borrowers) cither by 
public auction or private contract absolutely to sell or otherwise dispose 
of all or any of the said goods either together or in lots or separately 
and to apply the net proceeds of such sale in or towards the liquidation 
of the balance then due to the Bank. 

13. That if the net sum realized by such sale be insufficient to cover 
the balance then due to the Bank, the Bank shall be at liberty to apply 
any other money or moneys in the hands of the Bank standing to the 
credit of or belonging to the Borrowers or any one or more of them 
in or towards payment of the balance for the time being due to the Bank 
and in the event of there not being any such money or moneys as afore¬ 
said in the hands of the Bank or in the event of such money or moneys 
being still insufficient for the discharge in full of such balance the Bor¬ 
rowers promise and agree forthwith on production to them of an account 
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to be prepared and signed as hereinafter provided to pay any further 
balance which may appear to be due by the Borrowers thereon. PRO¬ 
VIDED ALWAYS that nothing therein contained shall be deemed to 
negative, qualify or otherwise prejudicially affect the right of the Bank 
(which it is hereby expressly agreed the Bank shall have) to recover from 
the Borrowers the balance for the time being remaining due from the 
Borrowers to the Bank upon the said Cash Credit Account notwithstanding 
that all or any of the said goods may not have been realised. 

14. That in the event of there being a surplus available of the net 
proceeds of such sale after payment in full of the balance due to the Bank 
it shall be lawful for the Bank to retain and apply the said surplus toge¬ 
ther with any other money or moneys belonging to the Borrowers or any 
one or more of them for the time being in the hands of the Bank in or 
under whatever account as far as the same shall extend against, in or 
towards payment or liquidation of any and all other moneys which shall 
be or may become due from the Borrowers or any one or more of them 
whether solely or jointly with any other person or persons, firm or com¬ 
pany to the Bank by way of Loans, Discounted Bills, Letters of Credit, 
Ciuarantccs, C harges or of any other debt or liability including Bills, 
Notes, Credits and other obligations current though not then tine or 
payable or other demands, legal or equitable, which the Bank may have 
against the Borrowers or any one or more of them or which the law of 
set-off or mutual credit would in any case admit and whether the Borrower 
or any one or more of them shall become or be adjudicated bankrupt or 
insolvent or be in liquidation or otherwise and interest thereon from the 
date on which any and all advance or advances in respect thereof shall 
have been made at the rate or respective rates at which the same shall 
have been so advanced. 

LV I hat the Bm rowers agree to accept as conclusive proof the 
correctness of any sum claimed to be due from them to the Bank under 
this Agreement a statement of account made out from the books of the 
Bank and signed by the Accountant or other duly authorised Officer of 
the Bank without the production of any other voucher, document or 
papers. 

IB. That this Agreement is to operate as security for the balance 
from lime to time due to the Bank and also for the ultimate balance due 
on the said C'ash Credit Account and the said account is not to be consi¬ 
dered to be closed for the purpose of this security and the security of 
pledged goods is not to be considered exhausted by reason of the said 
Cash Credit Account being brought to credit at any time or from time 
to time or if its being drawn upon to the full extent of the said sum of 

. it afterwards re-opened by payment to 

credit. 
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J7. Provided always that this Agreement is not to prejudice the 
rights or remedies of the Bank against the Borrowers irrespective and 
independent of this Agreement in respect of any other advances made or 
to be made by the Bank to the Borrowers. 

18. In case the Borrowers shall be a firm or members of a firm no 
change whatsoever in the constitution of such firm during the continuance 
of this Agreement shall impair or discharge the liability of the Borrowers 
or any one or more of them thereunder. 

IN WITNESS WHEREOF the Borrowers have hereunto set their 

hands this . day of . in the Christian 

Year One thousand nine hundred and . 

SCHEDULE OF GOODS REFERRED TO 
IN THE FOREGOING INSTRUMENT 

All goods and tangible moveable property of the Borrowers delivered 
to the Bank and stored or lying in or about the godown or premises at 

.. such goods and tangible moveable 

property comprising the following main items vi/. : 


Borrowers. 
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Received from The_ 

stock mentioned overleaf, viz , 


Bank Limited, Madras, the 

Bales 

Cases 


Date 


Delivered 


Entered Checked 


Signature 


Signature of Godown Clerk 


Godown Clerk 


Accountant 
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FORM No. 12 

AGREEMENT OF HYPOTHECATION TO SECURE A 
DEMAND C ASH CREDIT AGAINST GOODS 


The . Bank Ttd. (hereinafter called “ the Bank ”) 

having at the request of . (hereinafter called 

“the Borrowers”) given or agreed to give credit facilities in the books 
of the Bank at its. Office to the extent of Rs. 


by opening a Cash Credit account in the names of the Borrowers and/or 
by discounting hills of exchange, promissory notes or other negotiable 
instruments which may now have been or may at any time hereafter be 
drawn, made accepted or endorsed by the Borrowers, either solely or jointly 
with any other party or parties, the arrangement to remain in force until 
closed by the Bank and to be secured by hypothecation of goods with the 
Bank as hereinafter mentioned IT IS HEREBY AGREED by the Bor¬ 
rowers jointly and severally with the Bank as under : 

I. I he Borrowers hereby hypothecate in favour of the Bank the 
goods described in general terms in the Schedule and all other tangible 
moveable property such as products, stock-in-trade and goods, whether 
finished or raw or in process of manufacture, anil all articles manufactured 
therefrom belonging to the Borrowers which now are, or hereafter from 
time to time during this security shall be brought in, stored or be in or 
about the premises, warehouses or godowns of the said Borrowers at 

. or anywhere else, including any such goods 

in course of transit or delivery (all which are hereinafter referred to as 
“the hypothecated goods”) as security for payment by the Borrowers to 
the Bank of the balance due to the Bank at any time or ultimately on the 
closing of the said C ash Credit account and for the payment of all debts 
and liabilities that may now or hereafter be due by the Borrowers to the 
Bank in respect of all bills of exchange, promissory notes or other nego¬ 
tiable instruments which may now have been or may at any time hereafter 
be drawn, made accepted or endorsed by the Borrowers, either solely or 
jointly with any other party or parties, and which the Bank may have 
discounted or otherwise become interested in or may hereafter discount 
or become interested in, including all interest, discount, commission, costs, 
charges and expenses payable to or incurred by the Bank in relation to 
such bills of exchange, promissory notes or other negotiable instruments 
Provided Always that the total amount secured by the hypothecated goods 
at any one time and whether made up only of the balance due under the 
said Cash Credit account or only of debts and liabilities in respect of 
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negotiable instruments or partly of the one and partly of the other shall 

not exceed Rs.and that if at any time the said 

balance and the said debts and liabilities shall together exceed the said* 

sum of Rs. the said balance or so much of it as 

does not exceed the said sum of Rs. shall be 

deemed to be secured by the hypothecated goods and the said debts and 
liabilities shall be secured by the hypothecated goods only to the extent 

of the excess, if any, of the said sum of Rs. . over 

the said balance. The expression “ the balance due to the Bank ” shall 
be taken to include the principal moneys from time to time due on the 
said Cash Credit account and on all bills of exchange, promissory notes 
or other negotiable instruments which the Bank may have discounted or 
become interested in, and also all interest thereon calculated from day to 
day at the rate hereinafter mentioned, and the amount of all costs, charges 
and* expenses which the Bank may pay or incur in any way in connection 
with the said Cash Credit account or bills discounted account, or the 
hypothecated goods or the sale or disposal thereof. 

2. The hypothecated goods shall be held as the Bank's exclusive 
property specially appropriated to this security and the Borrowers shall 
not except with the consent in writing of the Bank make any disposition 
of the same or part with the possession thereof or create any mort¬ 
gage, charge, lien or incumbrance thereon or any part thereof or do any¬ 
thing which would prejudice this security but the Borrowers shall be at 
liberty in the ordinary course of their business to sell and dispose of the 
hypothecated goods unless and until they are prohibited to do so by a 
notice in writing given by the Bank to the Borrowers. In the event of 
sale by the Borrowers of the hypothecated goods or any part thereof, they 
shall forthwith pay the sale proceeds realised by them into the said Cash 
Credit account, or shall substitute for the goods sold new goods of a 
nature similar to those sold and of a market value not less than the value 
of the goods sold. If the Borrowers shall draw a bill of exchange for the 
price of any hypothecated goods sold by them or for any part of such 
price, they shall deliver the bill of exchange to the Bank for collection, 
and in case the Bank shall accept such bill for collection, the Bank shall 
be at liberty to pay the amount realised in respect of the bills into the 
said Cash Credit account. 

3. The Borrowers shall permit the Bank, their agents and servants 
from time to time and at all times to enter upon any godowns or premises 
where the hypothecated goods or any part thereof may be and to view, 
inspect and value the same and take inventories thereof and shall render 
to the Bank and to their agents and servants all such faciliics as may be 
required for any of the purposes aforesaid. 
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4. The Borrowers shall pay the rents, rates, taxes, outgoings and 
other charges of the godowns or other premises in which the hypothecated 
goods are stored and shall keep the hypothecated goods free from any 
distress, attachment or other adverse claim. If the Borrowers shall fail 
to perform any of their obligations under this clause, the Bank shall be 
at, liberty, but not be bound, to make any payment which the Borrowers 
shall have failed to make and to pay any sums required for freeing the 
hypothecated goods from the distress, attachment or other adverse claim 
and to debit all moneys so paid by the Bank to the said Cash Credit 
account. 

5. The Borrowers shall at their own expense keep the hypothecated 
goods in good condition and keep the same insured in the names of the 
Bank and the Borrowers against lire and also, if required by the Bank, 
against riots and civil commotion with some insurance ollicc approved by 
the Bank lor the lull market value of such goods and shall deliver to the 
Bank the policy or policies for such insurance and the receipts for the 
premia paid thcrelor. II the Borrowers shall fail so to keep the hypothe¬ 
cated goods insured as aloresaid or to deliver the policy or policies or the 
receipts for premia to the Bank, the Bank shall be at liberty, but not be 
bound, to ellect the said insurance in the Bank's own name and to debit 
to the said C ash C redit account all expenses incurred by the Bank for so 
doing. All moneys received under any such insurance shall be employed 
m or towards satisfaction of the moneys secured by the hypothecated goods. 

fi. I he Borrowers shall make and furnish to the Bank such state¬ 
ments and returns ol the cost and current market value and other parti¬ 
culars ol the hypothecated goods and a full description thereof and pro¬ 
duce such evidence in suppoit of such statements and returns as the Bank 
may from lime to time require and shall maintain in favour of the Bank 
a margin ot that is to say, the goods hypothecated to the Bank 

at any particular time shall be ot such market \alue that the amount then 
secured by the hypothecation does not exceed . . . . of the market value 
less the excise duty, if any, payable to the (ioevernment in respect of the 
hypothecated goods Provided However that the Bank may from time to 
time by giving written notice to the Borrowers increase or reduce the 
margin lived hereby or by any such written notice as aforesaid and on 
any such notice being given the margin specified in such notice shall be 
binding on the Borrowers as if it were herein specified. If by reason of 
any tall in the market value ot the hypothecated goods or for any other 
reason whatever the margin in favour of the Bank shall at any time be 
less than the margin to be maintained by the Borrowers under the fore¬ 
going provision, the Borrowers shall forthwith pay to the Bank such sum 
or. it so permitted b\ the Bank in writing, hypothecate such further goods, 
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as shall be sufficient to leave in (he Bank's favour the margin then to be 
maintained by the Borrowers. For the purposes of this Agreement, the » 
market value of the hypothecated goods as fixed by the Bank from time 
to time shall be accepted by the Borrowers as correct. 


7. Compound interest at the rate of. per cent over the 

Bank rate subject to a minimum of. per com per annum or 


at such other rate as may from time to time' be fixed by the Bank by 
notice in writing to the Borrowers with quaiterly rests calculated accord¬ 
ing to the Bank’s usual practice shall be paid on the daily balance in the 
Bank’s favour in the said Cash Credit account and shall be paid by the 
Borrowers as and when demanded by the Bank. 

8. On demand by the Bank the Borrowers shall pay to the Bank 
the balance then due to the Bank under the said Cash Credit account 
together with all further interest at the rate above-mentioned and the 
amount of all further costs, charges and expenses (if any) due up to the 
date of payment Provided that nothing in this clause contained shall be 
deemed to prevent the Bank from demanding payment of the interest for 
the time being due at the above-mentioned rate without at the same time 
demanding payment of the balance to the Bank exclusive of such interest. 

9. fhe Bank and any of its officers and other employees shall be 
entitled in default of payment of the moneys hereby secured or in case 
of any contingency or emergency arising which in the opinion of the Bank 
would make it necessary or expedient for the Bank to take possession of 
the hypothecated goods to enter upon any premises where the hypothe¬ 
cated goods shall be lying and to take possession of the hypothecated 
goods or any part thereof and for the purpose of taking possession to 
break open any outer or other doors of any premises where the goods 
to be taken possession of may be lying and to sell either together or in 
lots and either by public auction or private contract or otherwise to dis¬ 
pose of or deal with all or any part, of the hypothecated goods with liberty 
to buy in at any sale by auction and to rescind or vary any contract for 
sale without being answerable for any loss or diminution in price and 
without being bound to exercise any of the powers hereby conferred or 
being liable for any loss occasioned by the exercise of any such power 
and to give effectual receipts and discharges for the purchase money and 
to do all such other acts and things for completing the sale as the Bank 
shall think proper. The Borrowers shall not raise any objection to the 
regularity of any sale or other disposition made by the Bank nor shall 
hold the Bank responsible for any loss that may without the Bank’s negli¬ 
gence arise from any act or default on the part of any broker or auctioneer 
employed by the Bank for the purpose of the sale or other disposition. 
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10. The net proceeds of any sale or other disposition by the Bank 
of the hypothecated goods or any part thereof shall be applied in or 
towards satisfaction of the moneys secured by the said hypothecation and, 
if such net proceeds shall be insufficient to satisfy the said moneys in full, 
the Bank shall be at liberty, but not be bound, to apply any other moneys 
in the hands of the Bank standing to the credit of or belonging to the 
Borrowers or any of them in or towards payment of the balance remain¬ 
ing due to the Bank and in the event of there not being any such other 
moneys as aforesaid in the hands of the Bank or in the event of such 
other moneys not being applied by the Bank as aforesaid or being insuffi¬ 
cient for satisfaction in full of the said balance, the Borrowers shall forth¬ 
with pay the balance remaining due of the moneys secured by the said 
hypothecation Provided Always that nothing herein contained shall be 
deemed to negative, qualify or otherwise prejudicially affect the right of 
the Bank (which it is hereby expressly agreed the Bank shall have) to 
recover from the Borrowers the moneys secured by the said hypothecation 
notwithstanding that all or any of the hypothecated goods may not have 
been sold or disposed of. 

11. In the event of there being a surplus available of the net pro¬ 
ceeds of such sale or other disposition after payment in full of the moneys 
secured by the said hypothecation, it shall be lawful for the Bank to retain 
and apply the said surplus together with any other moneys belonging to 
the Borrowers or any one or more of them for the time being in the 
hands of the Bank in or under whatever account as far as the same shall 
extend, against, in or towaids payment or liquidation of any and all other 
moneys which shall be or may become due from the Borrowers or any 
one or more of them whether solely or jointly with any other person or 
persons, lirm or company to the Bank, by way of loans, discounted bills, 
letters of credit, guarantees, charge or of any other debt or liability, 
including bills, notes, credits and other obligations current, though not 
then due or payable, or other demands, legal or equitable, which the 
Bank may have against the Borrowers or any one or more of them or 
which the law of set-olf or mutual credit would in any case allow to be 
set oil and whether the Borrowers or any one of them shall become or 
be adjudicated insolvent or be in liquidation or otherwise and interest 
thereon from the respective dates on which such debts or liabilities shall 
have been incurred at the rate or respective rates applicable thereto. 

12. If the Bank shall take possession of the hypothecated goods or 
any part thereof, whether under clause 9 hereof or otherwise howsoever, 
the Bank shall be at liberty either to keep the goods so taken possession 
of in the premises wherein they may be lying at the time possession 
thereof is taken by the Bank and to affix the Bank's locks to such premises 
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or to remove the goods to any other premises. Notwithstanding anything 
to the contrary in Section 152 of the Indian Contract. Act, the Bank shall » 
not be responsible for any loss or deterioration of, or damage to, the 
hypothecated goods taken possession of by the Bank whether by theft, 
fire, rain, flood, earthquake, lightning or any other cause whatever. 

13. Nothing herein contained shall prejudice or aiicct any general 
or special lien to which the Bank may by law or otherwise be entitled or 
operate to prejudice the Bank's rights and remedies in respect of any 
present or future security, guarantee or obligation for any indebtedness 
or liability of the Borrowers to the Bank. 

14. \ he Borrowers agree to accept as conclusive proof of the cor¬ 
rectness of any sum claimed to be due from them to the Bank and 
secured by this Agreement a statement of account made out from the 
books of the Bank and signed by the Accountant or other duly authorised 
officer of the Bank without the production of any other voucher, docu-' 
ment or paper. 

15. This Agreement shall operate as a continuing security for the 
balance from time to time due to the Bank and also for the ultimate 
balance to become due on the said Cash Credit account and the said 
account is not to be considered to be closed for the purpose of this secu¬ 
rity and the security of the hypothecated goods is not to be considered 
exhausted by reason of the said Cash Credit account being brought to 
credit at any time or from time to time or of its being drawn upon to 

the full extent of the said sum of Rs. (Rupees . 

.), if afterwards re-opened by a payment to credit. 

16. The Borrowers hereby declare that all the hypothecated goods 
are the absolute property of the Borrowers at the sole disposal of the 
Borrowers or arc held by them as mercantile agents with authority to 
raise money on the security of the goods and that the same arc free from 
any prior charge or incumbrance and that all future goods subject to 
this Agreement shall be likewise their absolute property at their sole dis¬ 
posal or be held by them as mercantile agents with authority as aforesaid 
and be free from any prior charge or incumbrance and that the Borrowers 
have not done or knowingly suffered or been party or privy to anything 
whereby they are in anywise prevented from hypothecating the said goods 
in manner aforesaid and that the Borrowers will do and execute at their 
costs all such acts, things and documents for further and more perfectly 
assuring the hypothecated goods to the Bank as shall be required by the 
Bank. 
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17. Any notice given by the Bank under this Agreement shall be 

deemed to have been delivered to the Borrowers, if delivered to them or 

any of them personally or if posted to any of them at the address regis¬ 
tered with the Bank whether such address is then their actual address 

or not. Such notice, if posted, shall be deemed to have been delivered 

to the Borrowers at the time it would reach the addressee in the ordinary 
course of post whether it is actually delivered or not. 

IS. In case the Borrowers shall be a firm or members of a firm no 
change whatever in the constitution of such firm during the continuance 
of this Agreement shall impair or discharge the liability of the Borrowers 
or any of them hereunder. In the event of the death or retirement of 

any partner, the Bank shall be entitled at its discretion to deal with the 

surviving or continuing partner or partners, as the case may be, and 

allow the surviving or continuing partner or partners to continue opera¬ 
tion on the account of the partnership and overdraw moneys therefrom 
and make deposits therein and also release the securities, if any, held by 
the Bank for its dues, to such surviving or continuing partner or partners 
against receipt of any such amount as it may in its discretion consider 
proper, without in any way affecting its right to recover the balance of 
its dues from the retiring partner or the heirs and legal representatives 
of the deceased partner and otherwise deal with the continuing or sur¬ 
viving partner or partners in respect of the affairs of the firm in such 
manner as (he Bank thinks proper, without reference to the heirs and 

legal lepresentatives of the deceased partner or the retiring partner, and 
such heirs and legal representatives or the retiring partner shall have no 
claim against the Bank in respect of such dealings. 

I‘). Provided alwa\s that this Agreement is not to prejudice the 
lights and remedies of the Bank against Borrowers irrespective and inde¬ 
pendent of this Agreement in respect of any other advance made or to be 
made by the Bank to the Borrowers. 

I Hi; S( Hi ori I ABOVE ri it rri I) TO : 

All tangible moveable property such as products, stock-in-trade and 
goods of the Borrowers which now or hereafter from time to time during 
this security shall he brought in. stored or be in or about the premises, 

warehouses or goilowns of the Borrowers in . 

. or anywhere else. 
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IN WITNESS WHEREOF the Borrowers have hereunto set their 


respective hands at . on the 

day of . 19 


Borrowers. 
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form 

GODOWN 


Key Numbers 


A/c . 

Sanctioned Limit 
Authority . 


Date of 
storage 

or 

Delivery 


PARTICULARS OF STOCK 


Distinctive Numbers and 
Description of goods 



a 

OQ 


I Received 
! Rs P. 
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No. 13 
REGISTER 

Godown Situated at . 

Main Doors . 

Windows . Owner of Godowns . 

Rented in . Tenancy . Rent Rs. 


Invoice or Market Value of Goods | 





belivered 

Rs. P. 

Balance 

Rs. P. 

Initials 

Acctt 

Cash 

Margin 

o/ 

/o 

Limit 

Remarks 


18 
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FORM No 14 

LETTER OF HYPOTHECATION TO SECURE ADVANCES 
AGAINST RAILWAY RECEIPTS 

Amount Rs. 

Name .... 

I he . Bank Ltd., (hereinafter called “the Bank"), 

having at the request of . carrying on business 

at . in the town of . under 

the firm name of . (hereinafter called “the 

borrowers *’) agreeu to make advances to the Borrowers against Railway 
Receipts and Bill or Bills of Exchange and to accept and/or make pay 
merit of such Bills, Railway Receipts, etc. on account of the borrowers 
and/or to negotiate a Bill or Bills of Exchange, Railway Receipts, etc., 
drawn on or accepted or endorsed by the Borrowers covering goods and/or 

merchandise (hereinafter referred to as goods) at the Bank's . 

Branch . aforesaid to the extent of Rs. 

. such facility to remain in force until discontinued by 

the Bank, the borrowers hereby hypothecate to the Bank and its 

assigns : 

I. AIL AND SINGULAR the Railway Receipts and the goods 
compiised in the Railway Receipts which Railway Receipts now are or 

at any time during the continuance of this security may be endorsed by 

the boirowers in favour of the Bank (all which are hereinafter briefly 
called “the hypothecated goods"). 

AND IT IS HEREBY AGREED by the Borrowers with the Bank 
as follows : 

L I hat the hypothecated goods shall be treated and deemed as 
security to the Bank for the payment by the borrowers of the Balance 
due to the Bank at any time or ultimately on the closing of the borrow¬ 
ers' account and for the payment of all debts and liabilities that may 
now or hereafter become due by the borrowers to the Bank. TTie 
expression “ the Balance due to the Bank " in this and the subsequent 
clauses of this Agreement shall be taken to include the principal moneys 
from time to time due on the borrowers’ said account and also all interest 
thereon calculated from day to day at the rate hereinafter mentioned and 
the amount of all charges and expenses which the bank may have paid 
or incurred in any wav in connection with the securities of the sale, dis- 
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posal or realisation thereof, including all disbursements for demurrage, 
wharfage or otherwise howsoever in relation to the hypothecated goods 
and all other debts and liabilities of the borrowers to the Bank arising 
in any manner whatever and whether payable by them alone and/or 
jointly with another or others. 

2. That the Bank shall not be responsible, notwithstanding anything 
to the contrary in the Indian Contract Act and/or any other statutory 
enactment and/or enactments for the time being in force for any loss 
damage or deterioration of the goods whilst in possession of the Clearing 
Agents appointed by the Bank to clear the goods or whilst in transit 
or whilst in custody of the Bank whether caused by theft, lire, rain, 
flood, earthquake or any other cause whatever. 

• 3. That the borrowers shall not during the continuance of this 
Agreement hypothecate pledge, or otherwise charge or encumber any 
of the goods for the time being the subject or intended to be the subject 

of this security nor do or permit any act whereby the security herein¬ 

before expressed to be given to the Bank shall he in anywise prejudicially 
affected. 

4. That unless otherwise agreed upon all goods the subject of this 

security shall be insured by the borrowers against fire risks and against 

loss or damage during transit and/or against riots and civil commotion 
and/or such other risks as the Bank may require in some Insurance office 
or offices approved by the Bank and in the name of the Bank for the full 
value of the goods such value to be determined by the Bank and that all 
Policies or receipts for premia paid on such Insurance shall be delivered 
to the Bank. Should the borrowers fail to so insure or fail to deliver the 
Policies or receipts for premia as aforesaid the Bank shall be at liberty 
to effect such Insurance at the expense of the borrowers without being 
bound to do so. 

5. That all sums received under any such Insurance as aforesaid 
shall be applied in or towards the liquidation of the balance due to the 
Bank for the time being and in the event of there being a surplus the 
same shall be paid to the borrowers. 

6. That the borrowers shall make and furnish to the Bank on 
demand statements and returns of the cost and invoice and market 
value of the hypothecated goods and a full description thereof and 
produce such evidence in support thereof as the Bank may from time to 
time require and such further particulars thereof as the Bank may 
require and shall maintain in favour of the Bank the margin of .... % 
between the value from time to time of the hypothecated goods and 
the balance due to the Bank for the time being. Such margin shall be 
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calculated on the value of the goods as fixed by the Bank from time 
to time and shall be maintained by the borrowers either by delivery of 
further goods to be approved by the Bank or by Cash payment by the 
borrowers immediately on the value for the time being of the goods 
becoming less than the aggregate of the balance due to the Bank plus 
the amount of the margin as calculated above. Any officer or Agent of 
the Bank shall be at liberty from time to time whenever such officer or 
Agent of the Bank so desires to enter with or without Agents, servants 
or any other person or persons any premises where the goods or any 
of the goods is subject of this security may be stored or kept and may 
inspect and examine the same and take particulars and inventories 
thereof. 

7. That interest at the rate of C A over Bank rate minimum % 
per annum shall be calculated and charged on the daily balance in the 
Bank's favour due from the borrowers in the borrowers’ account until 
the same is fully liquidated and shall be paid by the borrowers as and 
when demanded by the Bank with monthly/half yearly rest in the 
account on the last day of each month/half year. 

H. That on demand by the Bank the borrowers shall pay to the 
Bank the balance then due to the Bank on the borrowers’ account together 
with all further interest at the rate above mentioned and the amount of 
all further charges and expenses (if any) to the date of payment. Provi¬ 
ded that nothing herein in this clause contained shall be deemed to 
prevent the Bank from demanding payment of the interest for the time 
being due at the abovementioned rate without at the same time demand¬ 
ing payment of the balance due to the Bank exclusive of such interest. 

I fi‘d it the borrowers shall fail to maintain such margin as 
aforesaid or if the borrowers fail or neglect to repay to the Bank on 
demand the balance then due to the Bank or in the event of the 
borrowers becoming or being adjudicated bankrupt or insolvent or 
executing any deed or arrangement, composition or inspectorship or in 
the event of any distress or execution being levied or enforced upon or 
against any of the property of the borrowers whether the said property 
shall or shall not be the subject of this security or in the event of any 
person, firm or company taking any steps towards applying for or obtain¬ 
ing an order for the appointment of a receiver of the borrowers’ property 
or any part thereof or in case of any event occuring which in the 
opinion of the Bank will prejudicially affect their interest it shall be law¬ 
ful for the Bank forthwith or at any time thereafter or without notice 
to the borrowers (without prejudice to the Bank's right of suit against 
the borrowers) to take possession of the hypothecated goods and any 
promissory notes or Bazaar Chits, bills, drafts, cheques or orders for 
payment of money or delivery of property held by the borrowers in 
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respect of any of the said goods which may have been sold and for 
such purposes to enter upon any premises where the hypothecated goods 
and documents may be or may be supposed to be and to break open 
any outer or other doors and either by public auction or private con¬ 
tract absolutely to sell or otherwise dispose of all or any of the goods 
either together or in lots or separately in such manner as the Bank may 
in its absolute discretion think fit and endorse transfer or otherwise 
enforce and obtain the benefit and satisfaction of the said promissory 
notes or bazaar chits, drafts, cheques or payment orders and to collect 
and get in the said debts and outstandings without being responsible for 
any loss and without notice to the borrowers and to apply the net 
proceeds of such sale and realisation of the said debts and outstandings 
in or towards the liquidation of the balance then due to the Bank. 

• 10. That if the net sum realised by such sale and realisation be 
insufficient to cover the balance then due to the Bank the Bank shall be 
at liberty to apply any other money or moneys in the hands of the 
Bank standing to the credit of or belonging to the borrowers in or 
towards payment of the balance for the time being due to the Bank 
and in the event of there not being any such money or moneys as 
aforesaid in the hands of the Bank or in the event of such money or 
moneys being still insufficient for the discharge in full of such balance, 
the borrowers promise and agree forthwith on production of an account 
to be prepared and signed as in the next clause (being clause No. II) 
hereinafter provided to pay any further balance which may appear to 
be due by the borrowers thereon. PROVIDED ALWAYS that nothing 
herein contained shall be deemed to negative, qualify, or otherwise pre¬ 
judicially affect the right of the Bank, (which it is hereby expressly agreed 
the Bank shall have) to recover from the borrowers the balance for 
the time being remaining due from the borrowers to the Bank upon the 
said account notwithstanding that all or any of the goods, debts and out¬ 
standings may not have been realised. 

11. The borrowers agree to accept as conclusive proof of the 
correctness of any sum claimed to be due from time to time to the 
Bank under this agreement a statement of account made out from the 
books of the Bank and signed by the Accountant or other duly autho¬ 
rised officer of the Bank without the production of any other voucher, 
document or paper. 

12. That this agreement is to operate as security for the balance 
from time to time due to the Bank and also for the ultimate balance 
to become due on the said account and the said account is not to be 
considered to be closed for the purpose of this security and the security 
is not to be considered exhausted by reason of the said account being 
brought to credit at any time or from time to time or of its being drawn 
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upon to the full extent of the said sum of Rupees . if after¬ 

wards re-opened by a payment to credit. 

13. PROVIDED ALWAYS that this Agreement is not to pre¬ 
judice the rights or remedies of the Bank against the borrowers irres¬ 
pective and independent of this security in respect of any other advance 
made or to be made by the Bank to the borrowers. 

14. No change whatever in the constitution of the borrowers’ said 
firm during the continuance of this agreement shall impair or discharge 
the liability of the borrowers thereunder. 

15. In the event of the death or retirement of any partner, the 
Bank shall be entitled, at its discretion, to deal with the surviving or con¬ 
tinuing partner or partners, as the case may be, and allow the surviving 
or continuing partner or partners to continue operation on the account of 
the partnership and overdraw moeys therefrom and make deposits therein 
and also release the securities if any, held by the Bank for its dues, to 
such surviving or continuing partner or partners against receipt of any 
such amount as it may, in its discretion consider proper, without in any 
way alTecting its right to recover the balance of its dues from the retiring 
partner or the heirs and legal representatives of the deceased partner and 
otherwise deal with the continuing or surviving partner or partners in 
respect ot the all airs of the firm in such manner as the Bank thinks proper 
without reference to the heirs and legal representatives of the deceased 
partner or the retiring partner and such heirs and legal representatives or 
the retiring partner shall have no claim against the Bank in respect of 
such dealings. 

IN WITNESS whereof the borrowers have hereunto set their hands 

. this . day of . in the 

Christian year . 
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FORM No. 15 
DEMAND NOTICE 


Mr.- 


Dear Sir, 

I do hereby give you notice that unless the full amount due to the 

Hank in respect of the undernoted loans is paid on or before . 

the goods under pledge to the Bank will be sold in public auction before 
the godowns at . on .. 

You will be held liable for any shortfalls on the accounts secured by 
the promissory notes anti for all charges and expenses incurred by the 
Bank in this connection. 


Yours faithfully, 


Agent. 


Date 

E. No. Granted. 


Security. 


Balance 

Due. 


Demand Promissory Note 

for Rs. and 

goods stored in bags in 

Godown No. 

of . 


Rs. with 

interest accruing 
from . 
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FORM No 16 

AUTHORITY TO DRAW 
(LETTERS OF GUARANTEE) 

Credit No 


To 


The Agent. 

-Bank. 


19 


Dear Sirs, 


I/We beg to inform you that I/We have authorised. 

.to draw on mc/us without/with recourse to the extent 

of . at . days/months sight for . 

invoice cost against the following documents : 

Bill of Failing . Invoice 

Insurance Certificate . Consular Invoice to cover 

shipment of . from . to . 


Bill of lading to order 


of the . 

and endorsed in blank 


Bank I td. f 


Transhipment Bill of Lading may be accepted provided Insurance 
cover risks consequent upon transhipment. 

prepaid by shipper 

Insurance Freight to be 

paid at destination covered here 

I/We Agree— 

( I) To accept upon presentation all Bills drawn pursuant hereto. 

(2) To hold you harmless in the event of any damage to merchan¬ 
dise shipped or deficiency or defect therein or in the documents above 
described. 

(3) That the said documents and the merchandise covered thereby 
(duly insured) shall be held as collateral security for due acceptance and 
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payment of drafts drawn hereunder, with power to you the pledgee to 
sell in case of non-acceptance or non-payment of the relative drafts, 
without notice at public or private sale and after deducting all expenses, 
including commission connected therewith, the net proceeds to be applfcd 
towards payment of said drafts. The receipt by you of other collateral, 
merchandise or cash, whether now in your hands or hereafter deposited 
shall not alter your power to sell the merchandise pledged and the pro¬ 
ceeds may be applied to any indebtedness by me/us to you due or to 
become due. 

Provided that shipments under this credit are affected within the 
period stipulated herein, the relative documents may be negotiated with¬ 
in ten days after the expiry of this credit. 

(4) We hereby further expressly agree that we shall hold you harm¬ 
less in the event of the cargo or merchandise covered by the shipping 
documents being damaged or detained or captured by reason of the state 
of War or on the ground of contraband or otherwise or by reason of 
frustration of the voyage caused by reasons which absolve the Insurance 
Company from the Policy of Insurance issued on the cargo or merchan¬ 
dise to the intent that we shall keep the Bank indemnified against all 
such loss of damage and will unconditionally pay the amount of the bill 
or bills negotiated by the Bank on our account and at our risk. 

(5) That it is at your sole option to claim payment of any Bill 
drawn pursuant hereto either at the rate of exchange ruling at its due 
date or at the rae ruling at the dale of payment or, in the event of 
any legal proceedings being taken in respect of such Bill, at the rate 
ruling at the date of the decree in such proceedings ; and I am/We are 
bound to make payment of the said Bill at whichever of the above rates 
you may name. 

(6) We hold you and your agents harmless in respect of any loss 
or damage that may arise in consequence of error or delay in trans¬ 
mission of your, or your Agent s message — telegraphic or otherwise — 
or misinterpretation thereof or from any cause beyond your or your 
Agent’s control. 

(7) To pay your commission of ....% for negotiation of drafts 
hereunder. This engagement to commence from date hereof and to 

apply to all Bills drawn within.months. Please advise by 

Mail/cable. 

(8) The credit opened under these instructions should be considered 
revocable/irrevocable. 
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(9) Any modification or revocation of the credit shall not apply 
to drafts negotiated or payments effected by you or your correspondent 
prior to receipt by you and your correspondents of notice of such modi¬ 
fication. 

(10) Wc agree that in the event of any extension of the maturity 
or time for payments, or for presentation of drafts acceptances or docu¬ 
ments or any other modifications of the terms of the credit at the request 
of any of us with or without notification to the others, or in the event 
of any increase in the amount of the credit at our request, this agreement 
shall be binding upon us with regard to the credit so increased or other¬ 
wise modified to payments, drafts, documents and property covered there¬ 
by. and to any action taken by you or any of your correspondents in 
accordance with such extension increase or other modifications. 

Yours faithfully. 
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FORM No. 17 

CONDITIONS FOR PLACING LORRY COMPANIES/FIRMS 
ON THE APPROVED LIST OF THE INDIAN BANKS’ 
ASSOCIATION 

1. Lorry Companies/firms must be recognised owners or hirers 
under hire purchase agreements of at least 12 lorries. 

2. The companies/firms must issue lorry receipts containing the 
terms and conditions approved by the Indian Banks’ Association and 
mentioned in enclosure ‘ B instead of G.C. Notes. Such receipt will be 
issued whenever a consignor so desires in a distinctive from bearing a 
distinguishing mark in the shape of parallel lines printed in red ink 
across the receipt, with a statement that it is intended to be assigned or 
negotiated with a Bank. 

3. The goods covered by lorry receipts shall in no circumstances 
be delivered to the consignee unless the relative receipts purporting to 
have been duly discharged by the Bank through/with which the receipt 
is negotiated are produced or unless the consignee produces a letter from 
such Bank authorising delivery of the goods to the consignee named in 
the receipt. 

A. The companies/firms will be liable to make good all damage 
that may be incurred by member banks resulting from loss of or damage 
to the goods while in transit, or at any time while the goods remain in 
the custody of the companies/firms, if such loss or damage is the result 
of any negligence on the part of the lorry transport companies/firms or 
any of their agents or servants. 

4. The companies/firms must have branches or agents with godown 
facilities at all destinations to which they carry goods, so as to facilitate 
the receiving and delivering of goods consigned and their storage where- 
ever necessary. 

5. Two audited copies of the companiesVlirms’ balance sheets 
should be furnished to the Indian Banks’ Association every year. 

6. The approval of the companies/firms would initially be for one 
year, subject to review and renewal thereafter from time to time. 
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FORM No 18 


TERMS AND CONDITIONS FOR LORRY RECEIPTS. 

LORRY RECEIPT —AT OWNERS RISK 

1. Nature, contents, condition and value of the consignments are 

unknown to the . (hereinafter called the Company). The 

C ompany carries the goods as packed at owner’s risk. 

2. The company does not guarantee delivery within any specified 
time and the Company shall not be liable for any delay in transport or 
delivery, not due to any negligence or default of the carrier or his 
agents or servants. 

3. In the event of any interruption of through communication on 
the booked or customary route due to causes beyond the control of the 
Company, it will be within the discretion of the Company to cause the 
traffic to be carried by the next shortest open route but only on the 
conditions applying to the booked or customary route in respect of the 
C ompany's liability and freight, any forwarding note held in respect of 
the consignment being equally operative over the route by which the 
consignment is carried notwithstanding change of route or of carrier for 
the transport for reasons of the Company. 

4. The Company shall not be liable for any loss or damage due to 
pilferage, theft, weather conditions, strikes, riots, disturbances, fire, explo¬ 
sion, or accident, provided, however, all reasonable precautions arc taken 
to provide against such contingencies. 

5. Delivery of goods should be taken from Company’s godown 
within a week of their arrival failing which a godown rent of 

Rs. per maund or part thereof per day will be charged. The 

consignor or consignee or other holder of the Receipt interested shall 
ascertain the date and time of arrival from the company. 

6. The Company undertakes to and shall deliver the goods in the 
like order and condition as received subject to any deterioration in the 
condition of goods resulting from natural causes like effect of tempera¬ 
ture, weather conditions etc., to the consignee or to his order or his 
assigns on the relative receipt being surrendered to the company duly 
discharged by the Bank through/with which the receipt has been nego¬ 
tiated or on the holder of the receipt producing a letter from such Bank 
authorising delivery of the goods and only the holder of the receipt 
entitled to delivery as aforesaid shall have right of recourse against the 
company for all claims arising thereon. 

7. The Company has the right to re-vveigh, re-measure, re-classify and 
re-calculate the rates at the place of destination before delivery for rea- 
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sons assigned in writing and only in the presence of the holder of the 
receipt or his duly authorised agent and to collect any omission or 
under-charge. 

8. The minimum charge for any single consignment is Rs. 

upto . miles, Rs. upto . miles, Rs. 

upto . miles and Rs.for more than.miles. 

9. The Company reserves the right to refuse goods for transport 
without assigning any reason. 

10. The Company shall have the right to dispose of perishables 
lying undelivered after 48 hours of arrival without any notice and other 
goods after 30 days of arrival after due notice in writing to the con¬ 
signor or holder interested and the claimant shall be entitled to the pro¬ 
ceeds less freight and demurrage. 

11. The Company shall not be responsible if the goods are detain¬ 
ed, seized or confiscated by Government authorities. 

12. The consignor shall be primarily liable to pay the transport 

charges and all other incidental charges if any at the Head Office of 
the Company in . or at any other agreed place. 

13. The Company shall have the right to entrust the goods to any 
other lorry or service for transport. In the event of the goods being 
so entrusted by the company to another carrier, the other carrier shall, 
as between the consignor and the company, be deemed to be the Com¬ 
pany’s agent, so that the Company shall, notwithstanding the delivery 
of the goods to the other carrier, continue to be responsible for the 
safety of the goods and for their due delivery at the destination. 

14. No enquiry will be entertained relating to any consignment 
after the expiry of 30 days from the date of delivery. 

15. No suit shall lie against the Company in respect of any con¬ 
signment without a claim made in writing in that behalf and preferred 
within 30 days from the date of booking or from the date of arrival 
at destination by the party concerned. 

16. Where a Bank has agreed to accept this Lorry Receipt as a 
“document of title” to the goods hereby carried, and has become inte¬ 
rested as a pledgee or assignee or endorsee of the Lorry Receipt whether 
before or after the entrustment of the goods to the Company for carriage, 
the Company hereby agree in consideration of the same, to hold them¬ 
selves liable and shall be deemed to have held themselves liable at all 
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material times directly to the Bank concerned, as if the Bank were a 
party to the contract herein contained with the right of recourse against 
the Company to the extent of the Bank’s interest in the security as such, 
as insurers in terms of the provisions of the Carriers Act III of 1865 
against any and all risks of physical loss or damage under any circum¬ 
stances whatsoever and to indemnify and pay the Bank to the extent 
of the loss sustained, without reference to the consignor or the consignee 
or the owner of the goods carried, notwithstanding the Company's right 
to immunity if any from liability for such loss or damage on any ground 
whatsoever as against the consignor, consignee or owner under any con¬ 
tract between them inter sc ; and the Bank shall have the right to demand, 
sue anti recover its claim direct from the company. 

17. The court in.City alone shall have jurisdiction 

in respect of all claims and matters arising under the consignment of 
the goods entrusted for transport. 
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FORM No. 19 

LORRY RECEIPT — AT CARRIER'S RISK 

Goods booked are carried subject to the following 
Terms and Conditions 


1. Nature, contents, condition and value of the consignments as 

declared by the sender to the .(hereinafter called the Company) 

are specified in the Schedule hereto. The Company carries the goods as 

packed at carrier's risk, a special insurance rate of Rs.for 

every hundred rupees of value declared by the sender having been charged 
and paid. 

2. When the goods insured as above have been lost, destroyed, 
damaged or have deteriorated, the compensation payable by the Company 
shall not exceed the value declared and the burden of proving the value 
declared to be true value shall lie on the person claiming compensation, 
notwithstanding anything in the declaration. This clause does not apply 
to perishable goods. Such compensation will be paid only to the Bank 
concerned or to the consignee on his producing the consent of the Bank 
to such payment being made to him. 

3. The consignor is responsible for all consequences of any incorrect 
or false declaration. 

4. The Company does not guarantee delivery within any specified 
time and the Company shall not be liable for any delay in transport or 
delivery, not due to any negligence or default of the carrier or his agents 
or servants. 

5. In the event of any interruption of through communication on 
the booked or customary route due to causes beyond the control of the 
Company, it will be within the discretion of the Company to cause the 
traffic to be carried by the next shortest open route but only on the 
conditions applying to the booked or customary route in respect of the 
Company’s liability and of freight, the forwarding note held in respect 
of the consignment being equally operative over the route by which the 
consignment is carried notwithstanding change of route or of carrier for 
the transport for reasons of the Company. 

6. Delivery of goods should be taken from Company's godown 

within a week of their arrival failing which a godown rent of Rs. 

per maund or part thereof per day will be charged. The consignor or 
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consignee or other holder of the receipt interested shall ascertain the 
date and time of arrival from the Company. 

7. The Company undertakes to and shall deliver the goods in the 
like order and condition as received, subject to any deterioration in the 
condition of goods resulting from natural causes like effect of tempera¬ 
ture, weather conditions, etc. to the consignee or to his order or his 
assigns on the relative receipt being surrendered to the Company duly 
discharged by the Bank through/with which the receipt has been nego¬ 
tiated or on the holder of the receipt producing a letter from such Bank 
authorising delivery of the goods and only the holder of the receipt 
entitled to delivery as aforesaid shall have right of recourse against the 
Company for all claims arising thereon. 

8. The Company has the right to re-weigh, re-measure, re-classify 
and re-calculate the rates at the place of destination for reasons assigned 
in writing and only in the presence of the holder of the receipt or his 
duly authorised agent before delivery and to collect the omission or 
undercharge, if any. 

9. The minimum charge for any single consignment is Rs. 

upto . miles, Rs. upto . miles, Rs. 

upto . miles and Rs. for more than . miles. 

10. The Company reserves the right to refuse goods for transport 
without assigning any reason. 

11. I he Company shall have the right to dispose of perishables 
lying undelivered after 48 hours of arrival without any notice and other 
goods after 30 days of arrival after due notice in writing to the consignor 
or consignee or holder interested (including the Banker under clause 17 
infra) and the claimant shall be entitled to the proceeds less freight 
and demurrage. 

12. The Company shall not be responsible if the goods are detained, 
seized or confiscated by Government authorities. 

13. The consignor shall be primarily liable to pay the transport 

charges and all other incidental charges if any at the Head Office of 
the Company in. or at such other agreed place. 

14. The Company shall have the right to entrust the goods to any 
other lorry or service for transport, and the conditions herein shall apply 
also in such cases. 

15. No enquiry will be entertained relating to any consignment 
after the expiry of 30 days from the date of delivery. 












APPENDIX 


289 


16. No suit shall lie against the Company in respect of any con¬ 
signment without a claim made in writing in that behalf and preferred . 
within 6 months from the date of booking. 

17. Where a Bank has agreed to accept this Lorry Receipt as a 
“ document of title ” to the goods hereby carried, and has become inte¬ 
rested as a pledgee or assignee or endorsee of the Lorry Receipt whether 
before or after the entrustment of the goods to the Company for carriage, 
the Company hereby agree, in consideration of the same, to hold them¬ 
selves liable at all material times directly to the Bank concerned, as if 
the Bank were a party to the contract herein contained with the right of 
recourse against the Company to the extent of the Bank’s interest in the 
security as such, as insurers in terms of the provisions of the Carriers 
Act III of 1865 against any and all lisks of physical loss or damage 
under any circumstances whatsoever and to indemnify and pay the Bank 
to the extent of the loss sustained, without reference to the consignor 
or the consignee or the owner of the goods carried, notwithstanding the 
Company’s right to indemnity, if any, from liability for such loss or 
damage on any ground whatsoever as against the consignor, consignee 
or owner under any contract between them inter se ; and the Bank shall 
have the right to demand, sue and recover its claim direct from the 
Company. 

18. The court in. City alone shall have jurisdiction in 

respect of all claims and matters arising under the consignment of the 
goods entrusted for transport. 


19 
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